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TREASURY-POST OFFICE DEPARTMENTS 
APPROPRIATIONS FOR 1955 


TurEspDAy, JANUARY 12, 1954. 
TREASURY DEPARTMENT 


WITNESSES 


HON. GEORGE M. HUMPHREY, SECRETARY OF THE TREASURY 
MARION B. FOLSOM, UNDER SECRETARY 

W. RANDOLPH BURGESS, DEPUTY TO THE SECRETARY 

H. CHAPMAN ROSE, ASSISTANT SECRETARY 

EDWARD F. BARTELT, FISCAL ASSISTANT SECRETARY 

WILLIAM W. PARSONS, ADMINISTRATIVE ASSISTANT SECRETARY 
ELBERT P. TUTTLE, GENERAL COUNSEL 

W. L. JOHNSON, BUDGET OFFICER, TREASURY DEPARTMENT 


Mr. Canrretp. The committee will now come to order. 

We have before us this morning the request of the Treasury Depart- 
ment for the fiscal year 1955. 

me are very glad to have as witnesses Secretary Humphrey and his 
aides. 

Secretary Humphrey, do you have a general statement that you 
wish to make to the committee at this time? 

Secretary Humpurey. Yes; if I may. 

Mr. CanFreLp, You may proceed. 


GENERAL STATEMENT OF SECRETARY HUMPHREY 


Secretary Humpenrey. Mr. Chairman and members of the Treasury 
Subcommittee on Appropriations; I appreciate the opportunity to 
meet with you here today on the Treasury’s appropriation require- 
ments for the fiscal year 1955. I know that both this committee and 
the Treasury want to provide the American people with the Govern- 
ment services which are essential with the most effectiveness and the 
least cost. Our budget for the fiscal year 1955 has been prepared with 
that objective firmly in mind. 

This objective and the trend toward reductions in spending which 
we are determined to accomplish are quite clearly demonstrated in 
the specific Treasury budget which is before us this morning. 

While making these reductions in spending, I should mention that 
most of the Treasury bureaus are actually carrying bigger workloads. 
I mention this only to point out that in the Treasury we are cutting 
spending but increasing efficiency and providing all that we think are 
essential services. I am sure this is consistent with your committee’s 
desires. 
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Before we proceed to the specific bureaus and agencies requests, I 
should like to mention some of the typical examples of savings which 
we have been able to achieve haceah better efficiency, elimination of 
activities, or changes in procedures. 

In the Internal Revenue Service, savings of $13.9 million result from 
action such as reduction of field supervisory offices from 17 to 9, elimi- 
nation and decentralization of work previously performed in the 
National Office, installation of a new system for Liadllns income tax 
and information returns, and elimination of 5 million excise-tax re- 
turns annually by changing the filing period from monthly to quar- 
terly. These savings made possible a substantial cut in the Revenue 
Service expenditures for the current fiscal year, permitted shifting of 
manpower to high priority tasks which had been undermanned, and 
released funds which could be used for the absorption of postage 
charges and other increases in operating expenses. It was primarily 
because of these savings that we are able to hold Revenue Service 
estimates for fiscal 1955 to the same level as the appropriations for 
fiscal 1954, and maintain sufficient forces to begin to reduce the large 
backlog accumulation of undetermined cases and the collection of 
past-due accounts. 

The three fiscal service bureaus are achieving $9.9 million savings 
from improvements in mechanical and other procedures, consolidation 
of organization units, decentralization of audit and destruction of 
unfit currency to Federal Reserve banks, reduction of currency costs 
due to technological improvements in the Bureau of Engraving and 
Printing, and elimination of activities such as over-the-counter sale of 
savings bonds by post offices where other issuing facilities are available. 

In the Bureau of Customs, $2.2 million savings are being effected 
through extension of sampling techniques to additional imported com- 
modities, installation of a selective system for examining passenger 
baggage, simplification of appraising and other procedures, and elim- 
ination of activities such as port patrol rollcalls and giving increasingly 
attentive and courteous service promptly to the public. 

The Coast Guard is effecting over $60 million in reductions through 
curtailment or sharing the costs with others in connection with activ- 
ities such as maintenance of ocean stations, military readiness, search 
and rescue, and port security shore patrols. 


COMPARISON OF 1954 AND 1955 BUDGETS 


In proceeding to a detailed discussion of the Treasury’s estimated 
requirements for fiscal 1955, I want to present at this point, for the 
record, a summary table showing these requirements as compared 
with the actual money appropriations for fiscal 1954. 

Mr. Canrre.p. It will be inserted in the record at this point. 

(The table referred to follows:) 
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Annual appropriations for Treasury ga for 1954 and estimated requirements 
‘or 195 


[Millions of dollars} 
Increase (+) 
Appropria- Estimate, 
Description tions, 1984 1955 or 
decrease (—) 
A. Regular annual appropriations for Operating the Treasury: 
Bureau 40.5 40.0 -0.5 
(2) Fiscal Service: 
Bureau of the Public Debt...............__- 50.0 45.4 —4.6 
17.4 15.6 —-1.8 
(3) Coin: Bureau of the Mint. 4.7 4.5 —.2 
(4) Other Bureaus: 
3.6 3.4 —.2 
(5) Offices of the Secretary... 2.4 2.6 +.2 
Suptotel, regular annual appropriations foroperating 
B. Permanent appropriations: 
1) Interest on the public debt______..._...-.....----- 6, 525.0 6, 800. 0 +275.0 
2) Public-debt retirements payable from ordinary 
vooets and other statutory requirements___. 620. 2 620.0 —.2 
(3) Refund of moneys erroneously received and covered _ 1.5 1.5 wae 
és 4 Interest on uninvested trust funds................- 5.0 5.1 +.1 
Refunds and drawbacks, 20.0 
(6) Refunding internal-revenue collections_.._.._...._. 3, 070.0 2, 728.0 —342.0 
(7) Contributions for annuity benefits, White House 
Subtotal, permanent appropriations. 10, 241.8 10, 174.7 —67.1 
C, Total, peel and special accounts--_................- 10, 853. 8 10, 753. 5 —100.3 
E. 17, 569. 4 18, 287.0 +717.6 


In this table, the various appropriation items have been arranged 
and grouped so as to distinguish between regular annual appropriations 
and permanent appropriations. It is om at in connection with the 
annual appropriations that I am vested with administrative control. 
The other appropriations are dictated by statutes or by other types of 
fixed commitments. 

The estimates for permanent appropriations amount to $10,174.7 
million and for the trust funds $7,533.5 million. These include such 
substantial sums as interest on the public debt, $6,800 million; 
refunds of taxes and customs’ duties, $2,748 million, and transfers to 
Government trust funds, $7,533.5 million. 

Our regular annual appropriation requirements are grouped in the 
first part of the table according to the nature of the functions performed 
and total $578.8 million. This represents a reduction of $33.2 million 
from the appropriations for the current fiscal year and about $86 
million below the estimate submitted by the former administration 
for the fiseal year 1954. 

But there is yet more to the story. Public Law 286, which was 
approved August 15, 1953, provides in general for the payment of 
rae on all official Government mail matter. This requirement 

lls with particular weight on such agencies as the Internal Revenue 
Service, the Division of Disbursement of the Bureau of Accounts, and. 
on the Bureau of Public Debt, all of which have large volumes of 
necessary mailings. 
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Present estimates indicate that the additional mail costs to the 
Treasury resulting from this act will amount to $10.6 million in 1954 
and $11.7 million in 1955. In other words, $11.7 million of our esti- 
mates for 1955 is for postage costs which, in the absence of Public 
Law 286, would not have been incurred. 

Mr. Folsom will give you a summary description of the needs of 
the various bureaus. The several bureau heads will appear at your 
convenience to present full facts and answer your questions. I 
should mention that in most of the bureaus the economies we have 
instituted are being accomplished in the face of increasing workloads, 
and that there is no prospect of this trend being reversed in the 

coming fiscal year. 

Mr. Canrietp. Mr. Folsom. 


STATEMENT OF UNDER SECRETARY FoLsom 


Mr. Fousom. Mr. Chairman and members of the Treasury Sub- 
committee on Appropriations: 


COLLECTING THE REVENUE 


Approximately 53 percent of the Treasury’s appropriation require- 
ments is related to the collection of revenues by the Internal Revenue 
Service and the Bureau of Customs. Together, these bureaus account 
for $306 million of the annual estimates for 1955. 

From the overall fiscal standpoint, the Treasury is concerned with 
the necessity of achieving a balance between Federal income and 
outgo. These two bureaus are important in both respects. They 
represent primary sources of the Government’s revenue. At the same 
time, as large administrative organizations, they do substantial 
spending. The problem is how to cut back on the spending, yet 
— the necessary strength and vigor of revenue collections. 

his problem is particularly difficult in view of the fact that a dollar 
spent in these two areas usually will return a greater number of dollars 
in the form of additional revenue. 

We decided on operating-expense reductions in the two bureaus 
sufficient to act as stimulants to improve management, but stipulated 
that the reductions should be allocated in ways that would not weaken 
revenue law enforcement. 

With the action taken on the 1954 appropriations it is believed that 
we have accomplished what we set out to do, and that no further 
important reductions in these two bureaus are either warranted or 
advisable at this time. 


INTERNAL REVENUE SERVICE 


The estimates for the Internal Revenue Service for fiseal 1955 
total $266.0 million. The size of the job the Revenue Service must 
do is indicated by the fact that its collections in fiscal year 1953 were 
nearly $70 billion. Never before has so large a sum been collected 
in a single year. 

A year ago the Revenue Service was emerging from a basic reor- 
ganization which still required perfecting. It was confronted with 
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backlogs of work which interfered with proper handling of current 
cases. Overdue tax accounts were piling up. Unsettled tax cases 
were accumulating. 

Action has been or is being taken to correct these conditions. De- 
tails of the actions will be given to you by the Commissioner of In- 
ternal Revenue. 

BUREAU OF CUSTOMS 


The estimate for the Bureau of Customs for fiscal 1955 is $40 mil- 
lion, a reduction of $500,000 from the $40.5 million appropriated for 
fiscal 1954. 

The workload in the Bureau of Customs reached an alltime high in 
the fiscal year 1953. For the second year in succession the increase 
over the prior year exceeded 10 percent. In the first half of 1954 
most workload volumes continued to show increases and it seems 
likely that a new alltime high will be recorded at the end of this fiscal 
year. 

In the face of these facts there is little room left for making any 
important reduction in the appropriation for this Bureau. 

Customs work was facilitated by the Customs Simplification Act of 
1953, which became effective September 7, 1953. Some unnecessary 
hindrances to foreign trade were eliminated. Some requirements 
which unnecessarily harassed importers also were ended. By reas- 
sigament of manpower the Bureau has begun to reduce a heavy back- 
log of customs business. 

The Acting Commissioner of Customs will give you more details on 
these and pe important points. 


TREASURY FISCAL SERVICE 


The estimates for the agencies of the Fiscal Service for fiscal 1955 
total $78.3 million, compared with appropriations of $80.2 million for 
fiscal 1954. This fiscal 1954 appropriation figure represented a cut 
of $10 million from the original estimates for the Fiscal Service for 
fiscal 1954. 

I believe we have gone about as far as we can go in economizing in 
this area without jeopardizing the successful prosecution of very impor- 
tant work. In fact, reductions encompassed in the estimates for fiscal 
1955 are based on some anticipated savings that have not yet been 
fully worked out. Assumptions on which the savings estimates are 
based include forecasts of the volume of savings bonds transactions. 
Should our calculations be upset, it might be necessary to come back 
for an upward adjustment of the appropriation at a later date. We 
prefer at this time, however, to labor under the challenge imposed by 
a severely restricted budget program. 

The agencies of the Fiscal Service, as you know, perform in general 
the Treasury’s accounting, disbursing, and banking responsibilities, 
the servicing of the public debt, and the supervision of the Govern- 
ment’s depositary system. These agencies are the Bureau of Ac- 
counts, the Bureau of the Public Debt, and the Office of the Treasurer 
of the United States. 
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BUREAU OF ACCOUNTS 


The estimate for the administrative expenses of the Bureau of 
Accounts for fiscal 1955 totals $17.3 million. The appropriation for 
the Bureau for fiscal 1954 was $12.8 million. The increase of $4.5 
million is due entirely to the provisions of Public Law 286, requiri 
the Treasury to reimburse the Post Office for the transmission of a 
official mail matter. The total Bureau requirements for mail amount 
to approximately $5 million; without this item, the estimate for fiscal 
1955 would have been $500,000 less than the fiscal 1954 appropriation. 


BUREAU OF THE PUBLIC DEBT 


The estimate for the operating expenses of the Bureau of the Public 
Debt for fiscal 1955 is $45.4 million. The appropriation for the 
Bureau for fiscal 1954 was $50 million. 

The Bureau is charged with the issue and retirement of all public- 
debt securities, with maintaining detailed accounts of these securities, 
and with a variety of other functions in authorized debt transactions. 
The United States Savings Bonds Division, which promotes the sale 
of savings bonds, is financed from the Bureau appropriation. 

Only by the most efficient procedures has the Bureau been able to 
hold its expenses within its appropriation without incurring serious 
backlogs in its work in the fiscal year 1954. 

The Commissioner of the Public Debt will explain to you what has 
been done in the Bureau in this respect. I might note here that the 
Bureau estimate for fiscal 1955 covers 4,036 average positions—358 
less personnel than the actual employment for fiscal 1953 and 845 less 
than for fiscal 1952. 


OFFICE OF THE TREASURER OF THE UNITED STATES 


The estimate for the Office of the Treasurer of the United States for 
fiscal 1955 is $15.6 million. This is $1,750,000 less than the funds 
made available for fiscal 1954. 

However, the fiscal 1955 estimate includes an item of $400,000 to 
reimburse the Federal Reserve banks for the redemption of United 
States paper currency, an operation heretofore performed by the 
Bureau of the Public Debt. Discounting this transfer, the funds re- 

uested for fiscal 1955 are $2,150,000 below the amount which the 
ce had for fiscal 1954. 

The estimates contemplate 13 percent fewer employees in the Office 
for fiscal 1955 than in 1953. The Treasurer of the United States will 
inform you as to these savings and other advances in the Office of the 

urer. 
BUREAU OF ENGRAVING AND PRINTING 


No appropriation is requested for the Bureau of Engraving and 
Printing for fiscal 1955, since the Congress in 1950 placed all opera- 
tions of this Bureau on a completely reimbursable basis. 

Production by the Bureau will be at a lower level in fiscal 1955, 
primarily due to a decrease of approximately 25 percent in currency 
requirements. This decrease, coupled with a reduction in production 
costs brought about by technological improvements now being carried 


wer 
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out in the Bureau will result in an estimated work program for 1955 
of $27,659,000 as compared with $33,286,000 for fiscal 1954 and 
$35,637,000 for fiscal 1953. 

Modernization of the Bureau’s equipment is being continued, with a 
resulting downward adjustment in unit costs for its products. 

Last fall we decided to engage private management engineers to 
assist us in evaluating the effectiveness of the Bureau’s administration 
and operations. Changed conditions brought about by the program 
of technological improvements emphasized the need for such an 
objective appraisal. We are now preparing to select a firm of 
management engineers to conduct this survey. 


BUREAU OF THE MINT 


The estimate for the Bureau of the Mint for fiscal 1955 is $4.5 
million. This is $200,000 less than the amount granted for fiscal 
1954. This is based upon an estimated production of 1.5 billion 
coins in fiscal 1955 as against a planned production of 1.6 billion 
for the current fiscal year. 

The Bureau’s program of expenditures for fiscal 1955 seems to me 
to be conservative. 


LAW ENFORCEMENT ACTIVITIES 


With the Nation’s crime problem continuing to be one of large 
propor none, there is little potential for budgetary reductions in the 

reasury’s law-enforcement arms—the United States Secret Service 
and the Bureau of Narcotics. 

The estimate for the Secret Service for fiscal 1955 is $3,418,000, a 
reduction of $187,000 from the appropriation for fiscal 1954. Of this 
reduction, $100,000 is attributable to transfer of the cost of certain 

uard force activities to the budget of the Bureau of Engraving and 
rinting last July 1. This transfer was based upon the joint recom- 
mendation of the Bureau and the Secret Service. 

The most pressing problem confronting the Secret Service is the 
forgery and fraudulent negotiation of Government checks and bonds. 
The Chief of the Secret Service will give you details of the extent of 
this problem and of the progress of the Service toward making counter- 
feiting of our currency a highly unprofitable business. 

The estimate for the Bureau of Narcotics for fiscal 1955 is $2,770,000, 
a reduction of $20,000 from the fiscal 1954 apprepriation, most of which 
represents the transfer of salary to another appropriation. The task 
of enforcing the laws on narcotics is such, as the Commissioner of 
Narcotics will tell you, that any further reduction in the Bureau’s 
funds would be unwise. 


UNITED STATES COAST GUARD 


The estimates for the Coast Guard for fiscal 1955 total $181,175,000, 
a reduction of $30,675,000 below the amount appropriated for 1954. 
Of the amount requested, $155,900,000 is for operating expenses, 
which is $32,350,000 less than the current fiscal year. This decrease 
is the combined result of a reduction in certain Coast Guard opera- 
tions together with a proposed change in the method of financing the 
ocean station program. 
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The primary reductions are the discontinuance of .-~T search 
and rescue in the Western Pacific at Guam, Midway, Wake, Sangley 
Point, and Adak, and the proposed elimination of the shoreside patrol 
of the port security a As regards the ocean station program, 
the cost of this activity has been omitted from Coast Guard estimates 
after elimination of the civil requirement for these stations. Inas- 
much as military requirements for 5% stations have been determined, 
it is proposed that Coast Guard cutters be utilized to man these for 
the Department of Defense on a reimbursable basis. 

All Coast Guard programs have been the subject of critical review 
in the light of present day needs. 

The Commandant of the Coast Guard will inform you fully as to 
these and other phases of the Coast Guard estimates. 


ADMINISTRATIVE OFFICE OF THE SECRETARY 


The estimate for fiscal 1955 for the Office of the Secretary is 
$2,620,000. This represents an apparent increase of $220,000 over 
the $2,400,000 appropriated for fiscal 1954. This appearance is given, 
however, by changes in the organization of the Office to effect a more 
logical distribution of functions. These changes, made under Re- 
organization Plan No. 26 of 1950, were accompanied by transfers of 
appropriations. One of the changes was the consolidation into a 
single Treasury Analysis Staff of two staff groups maintained by the 
previous administration. In the consolidation, as I noted earlier, 
30 average positions were eliminated from the Treasury payroll. 

After allowance has been made for the appropriation transfers, it 
will be found that the funds for the Office of the Secretary are being 
reduced $50,900 from the appropriation for fiscal 1954. The reduc- 
tion will mean that the Office will function with 11.1 fewer average 
positions in fiscal 1955 than in fiscal 1954. 


SUMMARY 


We have been thorough and conscientious in our endeavors over 
the past few months to search out every possibility for reducing costs 
and making savings. We believe that the estimates we have pre- 
sented for the fiscal year 1955 represent a proper balance between 
the expenditure curtailments and the need to provide adequately 
preg smooth and effective performance of the Treasury’s total 
tasks. 

We will be happy to answer any questions the committee may have, 
and the various Bureau representatives will, of course, be prepared 
to go into any of the details of their programs at such length as the 
committee may desire. 


OUTLOOK FOR THE NATIONAL ECONOMY 


Mr. Canrie.p. Mr. Secretary and Mr. Folsom, that is a very 
impressive statement indeed. 

Mr. Secretary, inasmuch as this is your first appearance before a 
congressional committee in this year of 1954, I wonder if you will 
not diseuss briefly for us at this time what you think is the year’s 
outlook for our economy. 


4 

q 

4 

| 


9 


Secretary Humpnrey. Mr. Canfield, we are just a few days early 
to really get into the details of our program. 

The Pmcidant’s budget message will come to the Congress on the 
2ist, and until that budget message, which is now being prepared — 
it is not im final form yet—is reduced to its final terms it is a little 
difficult and inappropriate for me to go into it. I can only talk about 
proaretne in the general terms that were outlined in the state of the 

inion message. 

I think, generally speaking, that what we can say is this, that we 
started out with a Truman budget in excess of $78 billion of spend- 
ing with an estimated deficit of about $10 billion. That was rapidly 
changed to a $11.1 billion deficit because of an obvious overestimate 
of income. Our July revision of that reduced that $11 billion deficit 
to approximately $4 billion of deficit by a reduction of expenditures 
and by the retention of nearly $1 billion of excess-profits tax for the 
second 6 months of the year, so by that increase in income and the 
reduction of expenditures we made that reduction in the deficit. 

Now, our latest estimates are going to show that we are going to 
make the July estimate and Ct et. exceed it just a little. That 
means that for the fiscal year 1954, if we can for the next six months 
carry out the programs as they now appear from the activities of the 
first 6 months, we will wind up the year 1954 with something less 
than a $4 billion administrative deficit, and within $500,000,000, of 
a cash balance as contrasted with approximately a $9.5 billion deficit 
the year before. 

Now, as to 1955, it looks as though we would make an additional 
saving in expenditures this year over and above last of between 
$5 billion and $6 billion. Our income will be down approximately 
the same amount because of the tax reductions which have been made 
effective on January 1, and the tax reductions which are coming as 
they will be recommended to the Congress on the 21st in a revision 
of the tax bill. It is the first one that has been made in many, many 
years. It has been a long time. The whole code has been rewritten. 

t is the result of months of most careful work. I think that the 
Ways and Means Committee have heard 160 witnesses, and the staff 
of the Ways and Means Committee and the staff of the Treasury 
Department have done a wonderful job. 

I would like to say here a word of approval of the great work of 
Mr. Dan Smith and Mr. Ken Gemmill. They have done a magnificent 
job, with others, and all under the supervision of Mr. Folsom, in the 
development of this new text for the tax bill. 

Now, having made those reductions in taxes which will all be 
effective for this calendar year, and in whole or in part for the entire 
year, it has just about, as I say, offset the savings that we have made 
in expenditures, so that it appears that we will come up with an 
administrative deficit of somewhere between 3 and 4 billion dollars 
for this fiscal year; but that we will be, we hope, a little closer to a 
cash balance. There is even a possibility of a cash surplus for this 
coming fiscal year. 

You can imagine, because of the size of the figures that are being put 
together, it is impossible at this time to give any accurate statement 
¢ exactly what they will be, but those will be final and available on 

e 21st. 
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That means there will be total reductions of planned expenditures 
of between 12 and 13 billion dollars in the 2 fiscal years. There will 
be tax reductions in the neighborhood of 5 to 6 billion dollars effective 
during the coming fiscal vear, and there will be tax reforms in some 
25 different particulars. We will be approximately on a cash balance, 
which, while it is not what is desired, does take the great burden of 
the inflationary pressures out of the deficit features of the fiscal 
program because it does not require us to go to the public for addi- 
tional cash funds. 

Now, the one bad thing about it, of course, is that during those 
same 2 years we will have increased our debt by our deficit. We will 
not have had to go to the public for more cash because the public 
will have paid the cash into the trust funds, and additional bonds 
will be issued to these funds so there is about $4 billion a year or a 
total of about $8 billion in 2 years which will be an increase in the 
debt—not an increase in taking money away from the public, but an 
increase in the debt. That means that we are under just that much 
additional pressure for the necessity of a revision in the debt limit. 
That is a subject we will have detailed figures on that will be presented 
to the Senate committee. 

You are well aware that the House, very wisely, in my opinion, 
passed the debt-increase bill last year, and did it very promptly, 
so the House is no longer concerned with that phase of the matter. 
The Senate never had an opportunity to act on it. It was held up 
in the Senate Finance Committee. 

I would just like to say a word — here about something. I do 
not know what can be done about it, but there is a very obvious defect 
in our congressional setup. The members of the Senate Finance Com- 
mittee are not on the Appropriations Committee. They do not par- 
ticipate in the formulation of appropriation bills which control spend- 


ing. 

Micine of the members of the Senate Finance Committee very actively 
have been our greatest exponents of economy, and I think they are to 
be highly commended for that position but they find themselves in 
this extremely awkward position. With the change in appropriations 
of a few years by which appropriations were made to cover the 
entire amount of a proposed expenditure extending over a period of 
years, instead of appropriations for a single year with an authority 
to contract, which was the practice of the Congress for many years, 
the Senate Finance Committee finds it has lost control of Government 
spensting. It has little to say about it except to try to hold the debt 
limit. That means that there is sort of an ex post facto review of the 
actions of the whole Congress on the expenditure programs on the one 
side, and of the whole Congest on the tax programs, on the other 
side, because when Congress appropriates certain sums of money the 
only way you can pay those sums is either by taxes or by debt. 

Now, if Congress makes certain appropriations over which the 
Senate Finance Committee cannot exercise control, and if the Congress 
passes certain tax laws which the Senate Finance Committee cannot 
control, then if those taxes are less than the appropriations, the only 
other place, to get the money is by borrowing, and that is the one 
place where the Senate Finance Committee can exercise control. 

They can come in and say, “You cannot do it.” 
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I have perfect understanding and sympathy for their position in tle 
matter, but it is an anomalous situation when one committee of the 
Congress can stymie the activities and the vote of the entire Congress 
on two subjects, and that is where we are today. 


Necessity ror Raistna Dest Limit 


Mr. Canrietp. Mr. Secretary, I find many taxpayers, unfamiliar 
with these processes, are at a loss to understand why the Adminis- 
tration, when cutting down Federal expenses by billions of dollars, has 
to ask for an increase in the statutory debt limitation. I wonder if 
right now, for the purposes of the record, you will discuss that subject 
so that the layman can understand it. 

Secretary Humphrey. Mr. Chairman, it is just as simple as A, B, C, 
Here we have two budgets. In each of those budgets, let us say for 
the sake of argument, we do come to a cash balance for each of the 2 
years. That means that we have a $4 billion deficit, just as a round 
figure, an administrative deficit, in each of those years. 

: Now, the way we get the cash for that $4 billion for each of those 
. years is to issue bonds to the trust funds that are collected in cash 
and take the cash out of the funds so we have the cash to spend, to 
pay bills with. That does not come out of the public because it has 
already come out of the public. It has gone into the funds, so we 
put bonds into the funds and take out the cash, $4 billion, each of 
2 years. That is $8 billion of cash for 2 years we have to meet our 
. shortage. In other words, you gentlemen appropriated $8 billion 
more money than you provided taxes to pay for. We get that $8 
: billion by taking it out of the money that the public has paid into these 
: funds, and pang bonds in its place, and we have added $8 billion 
of new bonds to those already outstanding. When you are as close 
to the limit as we are, $8 billion will put it over the limit. It is that 
simple. 
BUSINESS OUTLOOK FOR 1954 


Mr. Canrrtetp. I take it, Mr. Secretary, you, like President 
Eisenhower, are not a pessimist about the business outlook of the 
United States. 

Secretary Humpnrey. No, 1am not. I see no reason why business 
in this country should not continue at a high level. We are in a 
transition period. With the determination suddenly made to go into 
Korea, re without knowing where that radical action might lead, 
there was very naturally, and probably prudently, a determination 
to prepare for the worst immediately. Nobody knew whether Russia 
would march the next day or whether the war would spread, or what 
would happen. That resulted in our going into a tremendous spending 
program. 

here was the appropriation of tremendous sums of money, and 
there was a sel military buildup costing tremendous sums 


of money. It resulted in controls of the economy and all kinds of 
things—getting ready for an almost immediate D-day. We were 
going to be in full military power. 

Now, as that war grew into a stalemate those pressures began to. 
lessen. As the war did not become a Third World War, the pressures 
lessened. People began to realize that all over the world. As that 
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war finally came to an armistice this past year—and it looks as though 
it might have a real possibility of becoming a continuing loss of 
tension —the necessity, or the desirability of planning for an immediate 
D-day began to pass. That change was not recognized fully until 
this past year, and did not become fully available to be taken advan- 
tage of until there was this armistice in Korea. Then it immediatel 
appeared that if we were to get ready for a D-day with full estima ef 
ness at an early date, and the D-day did not come, we would find 
ourselves with a perfectly tremendous investment in equipment and 
men and nothing to do with them unless we were going to start a war 
ourselves. We had no intention of that. 

More than that, with the kind of an economy in which we live 
with the inventiveness and tremendous programs in scientific an 
mechanical developments that are going on today, if we got ready for 
D-day and had $200 billion invested in that preparedness, we knew 
perfectly well that in 1, 2, or certainly 3 years the biggest part of that 
investment would be obsolete and worthless and we would be prepared 
to fight a current war with old-war weapons which would not do us 
any good because the other fellow would have entirely different ones. 

e also knew that if we got ready for D-day so that we would be fully 
prepared, or almost fully phone and the war did not start that day, 
then we would have to disband the labor forces in the airplane fac- 


tories and all of the other places because we would have spent our 
money. 

If we had all those theoretical air wings—if we had them all today, 
there is no use going on and building more of them. That means 
that an big airplane production has to be curtailed. Then you 


find that the airplanes that you have are of no account and that some- 
one else has some twice as good and you have to recruit all your 
labor force and start all over again. 

So as the result of that conclusion we developed what the news- 
papers called the new look in military preparedness, which is a pre- 
paredness, not for a D-day at a certain or nearby time, but a prepared- 
ness for a deterrent to world aggression; a preparedness for defense 
from attack, but of a balanced amount, and of a balanced kind, that 
will permit a continual development, supplanting the older weapons 
with the newer weapons as we go along without these tremendous 
surpluses which we will have to sell and dispose of at a few cents on 
the dollar. That is the position we are in today. 

Nobody knows how many billions of dollars worth of obsolete 
material we have on our hands that we will have to take billions of 
dollars of losses on, material that we have on hand right now that is 
obsolete and no good. 

RECESSION 


Mr. Canrrevp. I was Sa intrigued, Mr. Secretary, by an article 
on the financial page of the New York Times today, captioned 
“Economic Light Touch.” 

It reads as follows: 

Government officials, businessmen, and a host of economists have been issuing 
statements almost every day predicting a recession this year. Most of the utter- 
ances have been serious. Yesterday Don G. Mitchell, chairman of Sylvania Elec- 
tric Products, Inc., said his piece in a somewhat lighter vein. He made it clear 
that he expects a ‘‘mild readjustmeut,”’ a tapering off to lower prices and healthier 
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production levels. Then he said: “The person who talks about a recession 
reminds me of someone who is profoundly pessimistic about his golf game because 
he shoots an 86 on Sunday instead of the 85 he shot on Saturday.’’ Mr. Mitchell 
said 1954 will be second only to record-breaking 1953. This year, he declared, 
will see the temporary slowing down “of a huge economic machine that has been 
racing at top speed too long for its own good.”’ 

Secretary Humpurey. I would just like to say that [I can approve 
of every word that he said. 


SALE OF SAVINGS BONDS 


Mr. Canrievp. Mr. Secretary, briefly, what is the picture today 
with regard to the sale of savings bonds? 

Mr. Humpnreey. | think that Mr. Burgess can tell you more about 
the savings bonds than I. 

Mr. Burexss. They are doing pretty well. They are not doing 
well enough to suit us, but they are doing better. In 1953 our sales 
of series E and H bonds were the biggest that they have been for a 
long time——-up 22 percent over 1952—-and the sales were larger than 
the redemptions for the first time in several years. That was partly 
the result of a good sales effort. We had a very good committee of 
industrialists on payroll savings. It was partly a result of the improve- 
ment in the terms of the bonds that was worked out in May of 1952. 
I think it was partly the result of a feeling of greater confidence in 
the stability of the dollar. 

Now, we have reorganized the division. We have a very fine man 
to head it, Mr. Earl Shreve, who was president of the United States 
Chamber of Commerce at one time. He has come back from retire- 
ment and has gone to work. He was in charge of sales for General 
Electric some years ago. He is a wonderful person. We have cut 
down some of the expenses of the division and streamlined it. We 
think there are very good prospects for sales this year. 


REDUCTION IN COAST GUARD BUDGET 


Mr. Canrrevp. Mr. Secretary, it is noted that the bulk of the cut 
this year falls on the Coast Guard. Is it your feeling that the military 
¢ eae activities of the Coast Guard might be prejudiced through 
this cut 

Secretary Humpnrey. Well, I would like Mr. Rose to say something 
about that, but I will say this first: I have a very strong feeling myself 
that the man who orders a service of any kind, or who orders a pur- 
chase of any kind, ought to be the fellow who is responsible for paying 
the bill. If I can order services or purchases for you to make that will 
benefit me at your expense, I am apt to buy a lot more and demand 
a lot more than I would if I had to pay for it myself. That is just 
plain commonsense. 

Now, throughout the Government there are a good many places 
where that is the practice. The first place we ran into it was in the 
Post Office Department, where the post office was rendering services 
to everybody in the Government at the expense of the post office. 
Well, we stopped that and turned it around so that the fellow who 
uses the post office has to pay for their services just like 1 dog y else. 
That, of course, makes him pay some attention to what he does. 
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In the Coast Guard we found the same sort of thing going on. The 
Coast Guard was rendering services, but the demand was being out- 
lined by the Commerce Department, the Navy and the Department 
of Defense. We just said, ‘“Now, we are prepared to go on and render 
this service; we have the equipment, the men and the ships, but we 
want to bill the fellow that orders it. Whatever it costs us, we will 
bill you for it, or else you do it for yourselves.. We will be glad to do 
it, but not at our expense.” : 

As a result of that, they checked into their affairs and the military 
found that they did not need some of the things that they were asking 
for, and they found that they did need some of the things that we were 
doing, and they are going to reimburse us for what we do. It has been 
a long negotiation and a very difficult one, as you can well imagine, 
but we finally have the principle established. 

Mr. Rose carried it through, and I think made an excellent solution, 
and I would like for him to tell you the detail of it. 

Mr. CanrFieLp. I wish that Mr. Rose would make a general state- 
ment. 

Mr. Ross. There are three major categories that account for most 
of the reduction in the Treasury-financed Coast Guard appropriation 
for this year, two of which fall into the category the Secretary just 
spoke of. One of those is the cost of the so-called expanded search 
and rescue program in the far Pacific, going out to the Philippine 
Islands, Wake, Adak, and Midway, a program begun immediately 
post-Korea as a result of the request of the Defense Department for 
search and rescue services in an area which was outside the area 
normally serviced by the search and rescue functions of the peacetime 
Coast Guard. 

The second major reduction is in the ocean-station vessel program. 
The third is in the port-security program. 


SEARCH AND RESCUE PROGRAM 


Briefly, as to those three, the search and rescue program in the far 
Pacific, being a military-sponsored program, was put to the Defense 
Department in the way the Secretary stated— it was a thing that the 
Coast Guard would carry on to the extent that the military believed 
it essential to them. In that case the military concluded they did 


not need it except to the extent they could carry on ancillary to their 
other activities in the area, so that part of the activity is eliminated 
on that account. 


OCEAN STATION VESSEL 


As to the ocean-station vessel program, the civil aviation authorities, 
speaking for the civilian transoceanic airlines, stated through the 
Air Coordinating Committee that there was no longer a civilian re- 
quirement for the ocean-station vessel program. They agreed there 
were benefits, but stated they were no longer a requirement. That 
left it a question of a military requirement, and as the Secretary said, 
we stated to the military that we would continue it for them if the 

so desired it to the extent they desired to have it done on a reimbursable 
basis. Their conclusion was the program could be cut back to prac- 
tically half and they would reimburse us for the cost of carrying on 
that reduced amount of ocean-station vessel work. That amounts to 
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5% ocean-station vessels; 3% in the Atlantic and 2 in the Pacifie, and 
will result in a reimbursement which is still under negotiation with 
the Defense Department, but is of the order of $15 million to $16 
million, which does not appear in the Treasury-financed appropriation. 


PORT SECURITY PROGRAM 


The third major item was the so-called shoreside patrol of the 
port-security program. <A recent analysis of that in the light of the 
changed condition which the Secretary has described, as the result 
of the Korean situation, indicated that the principal value of that 
was as a cadre for a possible full mobilization program, and it was 
felt that security could be preserved without that expanded program 
looking toward full mobilization. 

That covers the situation as to the major items of the Coast Guard 
reduction, 

BUREAU OF CUSTOMS 


SPOT CHECKING OF BAGGAGE, MAIL, AND AGRICULTURAL PRODUCTS 


Mr. Canrieip. Mr. Secretary, this committee visited Customs in 
New York shortly before the holidays, and the leadership of the 
Customs in New York, and representatives of the employees appear- 
ing before us, expressed the need for additional personnel. Employ- 
ees particularly insisted that the spot checking of baggage and a spot 
check of mail coming in was dangerous and resulted in a loss of revenue. 
Furthermore, there has been some informal presentation to this 
subcommittee by representatives of the Department of Agriculture 
with reference to their concern about meat products coming into our 
ports that posed a real danger to livestock. 

Are you prepared, either yourself or Mr. Rose, to discuss that in a 
general way? 

Secretary Humpnrey. I can just say this about it: Nobody ever 
likes to cut down and nobody ever likes to see some fellow leave who 
is doing a job when he and a couple of his buddies have to take on his 
job and work that much harder. That does not mean that you should 
not do it. It means that until it is absorbed and until it becomes 
established, if there is anybody to kick to, they will kick. 

Now, that is what is going on. 

(Discussion off the record.) 

Mr. Ross. On the question of enforcement in customs, I was with 
the committee during a large part of their examination of the opera- 
tion in the New York office, which I thought was very thorough and 
very helpful to me, as were the comments that came to me out of it. 
I have heard questions as to the revised enforcement procedures both 
then and before relating primarily to two subjects: One is on whether 
the revised baggage examination procedures, which have relaxed the 
rule requiring examination of every bag of every passenger, were in 
any way letting down the bars to the importation of narcotics. We 
firmly believe that they are not, that the more flexible procedures now 
in effect which require the examination of some baggage of every 
Dang all baggage of passengers selected at random, and all bag- 
gage of passengers there is reason to suspect, is the only way to reac 
the problem. We have taken the suggestion of certain committee 
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members to renew the instruction that that random inspection is not 
to be routine. 

Our feeling that this procedure is not impairing enforcement as to 
narcotics is based on the proposition that we never, of course, have 
conducted a personal search of every passenger. You could not do 
that physically without obstructing traffic to the point the traffic 
would not bear. The smuggling of narcotics could therefore be 
effected in many ways, and the main protection must continue to be 
information activities. 

The other question raised as to the revised enforcement procedures 
is whether there is any danger that from the relaxing of inspection, 
food products or other agricultural items carrying plant diseases and 
so forth might be brought into the country. We are continuing to 
look into that. The acting Commissioner was in Miami and found 
that the statistics in Miami indicate that the revised enforcement 
procedures have resulted in seizures within 2 percent of the seizures 
under the old procedure. He feels that the examination that is made 
is more intensive and effective than the more superficial examination 
made under the old procedure. We are making an investigation of the 
situation in New York but we feel the situation will be approximately 
the same there. I am not quite clear on the figures as yet. This is 
not a rigid procedure, bowever, and it can be revised and pointed 
particularly to the vehicles, vesssels, or planes coming from the danger 
zones. 

(Discussion off the record.) 


SAVINGS IN INTERNAL REVENUE SERVICE 


Mr. Canrievp. In the Internal Revenue Service, Mr. Secretary, 
you mentioned savings which I believe are to be employed in that 
Service. Do I understand you are not asking for any additional 
manpower? 

Secretary Humpurey. What we are hoping to do there, is to switch 
the manpower from one job to another. You will notice there is no 
reduction in the appropriation. That is because the savings are being 
devoted entirely to the replacement of manpower that is saved by 
manpower where there is a deficiency. 

Mr. Canrieip. And I believe you indicated that through reor- 
organization and efficiency savings have been effected? 

Secretary Humpurey. That is right. 


NECESSITY OF TRAINING EMPLOYEES 


It is extremely difficult, and has been, for us to get the effective kind 
of manpower that we want. It is becoming increasingly necessary to 
train people to get effective people. Just adding people adds to the 
expense but it does not get the work done because so much of this work 
is technical and requires training and technical ability. So that it is 
very necessary that we enlarge our training activity and development 
activity in building a force of trained people. 

In the future more people might be available to take these jobs 
than have been available, which will help to get more trained people 
in the right places. Until we get our quota up to the amount of 
money we have to spend on it, I do not think we should ask for more 
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people. If we reach that point and have effective people available, 
we might come back and say we can put more people on and make 
about $20 for $1 put in, so we may be back for appropriations, but 
I think it is useless to do that so long as we have any money to hire 
people from savings effected in other directions, The money that 
we save will not hire as many new people of the right kind as we 
would like to have to do the best job we can do, but there is money 
to hire more people than we have been able to hire, and until we 
exhaust those funds we will not come back to you; but if we can find 
people to exhaust those funds, then we will come back and ask for 
more money to put more people on to cut this backlog of unfinished 
business. 
TRAINING SCHOOL 


Mr. CanFiep. I read where Commissioner Andrews plans to have 
a school to train people, a sort of West Point for the Service. 

Secretary Humpnrey. He is very much interested in that. He will 
tell you all about his ideas and thoughts. They very generally are 
that we will save a lot of money by having people who are trained in 
at least the beginning of the foundation of education for their work 
in a training school rather than picking it up by work on the job, that 
they will get it faster and do a better job of it. He has a lot of figures 
on the age of the people in the Service that will be going out of service 
on account of age over a comparatively few number of years, and the 
necessity of bringing others im who are not properly trained at the 
time. 

THEFTS IN BURBAU OF ENGRAVING AND PRINTING 


Mr. Canrietp. This committee has been quite concerned, and I 
think the country has, following the disclosures of thefts in the Bureau 
of Engraving and Printing. Down through the years we have been 
led to believe, and I think the public generally believed, that the 
security there was foolproof. The publicity, however, has been to the 
effect that the Bureau Chiefs let their guard down during the holidays, 
and that publicity has not been very reassuring. Will you be good 
enough to tell the committee what you know about that picture? 

Secretary Humpurey. As far as we know, the relaxation over the 
holidays had nothing to do with it. Perhaps it did, the investigation 
is not complete, but I think all the indications now are that what 
appeared in the paper, and what was a fact, was that on the day before 
Christmas they could take packages in and out. Apparently this man 
did not take out packages at all. He had a particular waistcoat made 
and took it out in that waistcoat, so that relaxation played no part 
in it. 

Earlier this year we put the guards in the Bureau under the Bureau 
and not under the Secret Service. We did that because I believe, and 
we all believe, that the way to have a unit function is to have every- 
body in that unit responsible to the boss in that unit, so that one boss 
could handle the whole unit. However, they were and are checked 
by the Secret Service, and the Secret Service is now making a further 
investigation to see what can be done. 

You cannot get any system that will be foolproof where you have 
a lot of people going in and out. You are subject to this sort of thing 
by misguided people every once in a while; they think they can get 
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away with something, just as in banks. We will have occasional 
thefts as long as we run a printing office, the same as banks always 
will have. at we want to do is to make it as difficult as possible, 
to put a bigger barrier against temptation so that we will stop a lot of 
people from yielding to temptation. That is about all we can do. 

Mr. Canrtgexp. Is there a history of thievery at the Bureau? 

Secretary Humpnrey. The history is very good, but there is not 
any difference between the Bureau and a honk or any place where there 
are large sums of money. You want to put all the barriers against 
temptation that you can. Your losses will not be very great. You 
will get most of your money back. But you want to protect your 
employees from doing it. Any place handling a lot of money is con- 
fronted with the same thing. 

Mr. CanrreLp. What is Mr. Holtzclaw’s position in the Bureau 
of Engraving and Printing? 

Secretary Humpeurey. He is the Associate Director. 

Mr. Canrre.p. He has been quoted in the papers at some length, 
and last night he was quoted over the radio, as saying that the theft 
may be larger than originally indicated, that it was necessary for a 
new count to be taken of money on hand, and so forth. It seems to 
me he is in the paper every other day. 

(Discussion off the record.) 

Mr. CanrieLtp. Any questions, Mr. Gary? 


CASH BUDGET 


Mr. Gary. Mr. Secretary, going back again to this question of a 
cash balance, Mr. Canfield asked you to explain it so that a layman 
could understand it. I would like for you to explain it so that a Con- 

ssman can understand it. I would like to know the difference 

tween this cash balance and the deficit. 

Secretary Humpnurey. Well, the deficit really does not have any- 
thing to do with the cash balance. The cash balance is nothing but 
the difference between what we get in 1 day and pay out 1 day and 
the amount we have on hand. So the cash balance has nothing to do 
with the deficit or the increase in the debt. 

Mr. Gary. I meant the balance in the cash budget. 

Secretary Humpnrey. The cash balance is involved in the debt 
level. In other words, we have to have a cash balance to run our 
business on. That is cash in the box. You are talking about the 
cash budget? 

Mr. Gary. Yes. 

Secretary Humpurey. I will take some arbitrary illustrative figures. 
Say we are going to spend $66 billion this year, and if we are going 
to get in $62 billion this year in taxes, we have a $4 billion deficit. 
In other words, our expenditures exceed our cash receipts from taxes 
by $4 billion. 

But we are making over here on this other side payroll deductions 
from millions of people for security funds of various kinds, and they 
are paving into these funds a total of $4 billion in cash. Those funds 
have that cash on hand. The people have paid it and the money has 
been sent in and it is for pensions and such things. 

Mr. Gary. It is earmrked for specific purposes? 
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Secretary Humpurey. Yes, and it is paid into several funds, and 
that totals $4 billion. We cannot leave that money in those funds 
in currency, because if it were left in curreney it would not be long 
before you had all the currency there is in those funds. The print- 
ing business would be multiplied to a tremendous amount and we 
would have to build buildings to store the currency in, and it would 
not do us any good anyway. So what we do, when the $4 billion is 
aid by the people into those funds, and the money is in there, we 
issue bonds to those funds for $4 billion and we take the $4 billion 
out of the funds and put it into the Treasury, into the cash box, and 
we put the $4 billion of bonds into the funds box, and the funds have 
the $4 billion of bonds and the Treasury has the $4 billion of cash. 

Mr. Gary. You add that $4 billion when you consider your receipts? 

Secretary Humpurey. There are $62 billion that come from the 
taxpayers, and there are $4 billion that come from the sale of bonds 
to the funds. That gives us $66 billion of cash with which we pay 
our bills. 

Now, if we start out with $66 billion of bills, and we only collect 
$60 billion, we are $6 billion short. We still collect $4 billion into the 
funds and we sell bonds for the $4 billion and bring that $4 billion 
over, and that gives us $64 billion of cash in the box; but we have $66 
billion of bills to pay. So what do we do? We sell $2 billion more to 
the public in bonds and get that cash in and put that in the box so 
we have $60 billion plus $4 billion plus $2 billion, and that gives us 
$66 billion of cash to pay our $66 billion of bills. The difference is 
just this. The difference is that it is less inflationary to sell that $4 

illion of bonds to these trust funds and park them there. That 
money has already gone out of circulation so far as the public is 
concerned, 

Mr. Gary. Has it been the policy of the Government all along to 
invest those fiduciary funds in Federal bonds? 

Secretary Humpnrey. Yes; it has been done all along and it is a 
perfectly proper procedure. 

Mr. Gary. The only difference is that when you talk of the balanc- 
ing of the cash budget you include all the cash that comes into the 
Government, and that includes the cash that comes in from the 
social security, for which you issue bonds; it includes the cash coming 
in from the sale of bonds. 

Secretary Humpurey. Not from the public. 

Mr. Gary. Your last illustration——— 

Secretary Humpnurey. My last illustration is that the cash budget 
is $2 billion short and we get the cash by selling bonds to the public. 
This other money, this $4 billion, is already taken away from the 
public The money that goes into the funds is already in Government 

ands. That is used to balance the cash budget. 

Mr. Gary. The difference, then, is in the collection of trust funds, 
the cash of which is replaced by Federal bonds and applied to the 
payment of Government operating expenses? 

Secretary Humpurey. That is right. I just want to point this 
out to you. I think I told you gentlemen once before a man said to 
me, “This is just crooked. at you do, I paid my $4 into this pen- 


sion fund and I wanted it there, and that is for me; that is marked 
money; and you took the marked money out and dropped it in the 
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common box and used it for other things than that for which it is 
marked.” I said to him, “You have a big company and you have a 
private pension fund. You collect alot of money from your employees 
and put it in your private pension funds. What do you do with it? 
Do you keep it in cash?” 

He said, ‘“‘No; I invest it in Government bonds.” I said, ‘That is 
what we do.” 

There is this problem, and I think we have to keep it in mind. We 
are building in this country something that might become a dangerous 
thing. We are building up funds that are to be used principally to 
meet unusual conditions and unusual necessities. We are building up 
funds both in the Government and in private hands. These security 
funds are almost universally putting their money in Government 
bonds. They collect the cash and use the cash principally to buy 
Government bonds. What does that mean? That means the day the 
unusual necessity bappens, if it is big enough to affect all the funds— 
if it only affects part of the funds it does not make much difference— 
but if the necessity is big enough to affect all the funds the same day 
and they all want their money out, there is no way they can get that 
cash except by selling the bonds, and if they all want to sell their bonds 
the same day, it will create a real problem. I do not know what we 
can do about it. We have got it and it is there and it grows every day. 


DEFICIT FINANCING 


Mr. Gary. I do not think there is anything crooked about it, 
Mr. Secretary, but I think we are doing another dangerous thing and 
it worries me considerably. We are going in debt more and more 
every year. I am convinced that this Government cannot continue 
its policy of deficit financing and maintain a sound fiscal position. 
I think the people ought to be warned of that danger and do not 
think we ought to minimize it by saying, ‘We have not balanced the 
budget, but we have balanced the cash budget.” Balancing the cash 
budget does not mean a thing in the world so far as the real problem 
of establishing in this Government a sound fiscal policy is concerned. 
I think to do that we have got to balance the budget—period. 

Secretary Humpurey. I will agree with you up to this point. 
You are right except you must not say it does not mean a thing. 
The last deficit before we came in here was $9.5 billion. It means 
a lot more to have a $4 billion deficit. 

Mr. Gary. What is the cash budget? 

Secretary Humpurey. There was about a $4 billion deficit 
exclusive of cash from trust funds. No deficit is better than a $4 
billion deficit. 

Mr. Gary. I think the extent to which the deficit has been reduced 
amounts to a great deal. I am not trying to discount that. But I 
want to keep it on the basis of the deficit in financing the Government 
rather than talking about some cash budget which I do not think 
means a whole lot so far as showing the real picture of our fiscal 
position. ‘ 

Secretary Humpurey. I will agree with you so long as you say a 
whole lot instead of not a thing. If we want to get this thing in 
shape we must balance our administrative budget. 

Mr. Gary. Exactly. 
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Secretary Humpnrey. And I hope you are persuasive enough with 
your fellow Congressmen so that you can get them to vote for the 
retention of those taxes which we are recommending. You can do a 
real service to your country if you will advocate and get for us the 
retention of these taxes that people want to cut off that we cannot 
afford to cut off at this time, and if you will help John Taber reduce 
expenses. 

Mr. Gary. I have said many times that as between tax reduction 
and balancing the budget, I think balancing the budget is more 
important. We just cannot continue a policy of deficit financing, 
and I mean balancing the administrative budget without reference 
to a cash budget, which means we are taking it out of one pocket and 
putting it in another. 

Secretary Humpnurey. It means we are paying dividends out of 
borrowed money and we have to stop it. You must remember that 
for 20 years we have been doing this thing, 17 out of 20 years we have 
done it. That is a long time. It has got us, I think, in a desperate 
situation. In addition to that, we have built up bills and contracted— 
and you gentlemen authorized the contraction of those bills—for 
another $80 billion more than you knew where the money was coming 
from. That cannot all be stopped in a minute. 


MILITARY EXPENDITURES 


Mr. Gary. In that connection, you mentioned the “new look” 
in the military. 

Secretary Humpnrey. That is right. 

Mr. Gary. I well remember that in 1951 I went with a committee 
of Congress, the so-called Richards committee, which was composed 
of members of the Armed Services Committee, of the Foreign Affairs 
Committee, and the Appropriations Committee, to Europe to inter- 
view President Eisenhower, who was then the head of NATO, and 
also to inspect activities in connection with the development of the 
mutual defense program in Europe. President Eisenhower insisted 
at that time, and I think properly, he said, ‘Whatever you do, please 
do not cut our funds now. We are at the critical period of the 
development of this European Army.’ He said, “We are building 
up and we will soon reach a point where we can begin to gradually 
reduce American manpower and funds and cut down our expendi- 
tures in Europe.”’ 

We asked Pim at that time when that would be, and he said, “T 
cannot tell you exactly, but I think around 1954 or by the beginning 
of 1955.” And most of our reductions thus far have been in the 
Defense Department. 

Secretary Humpurey. That is where they have to be. 

Mr. Gary. That was the plan of the program at that time, that we 
had to spend large sums in 1951, 1952, and 1953 until we reached 
certain set military objectives, and then we could begin to taper off. 
I hope we can taper off faster than we are doing now so that we will be 
able in the very near future to reach a balanced budget, because I 
think it is absolutely essential to our defense program as well as to 
our economic welfare. I think the soundest defense is a sound fiscal 
policy. A bankrupt nation cannot defend itself, and if we continue 
our deficit financing that is where we will find ourselves. 
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Secretary Humpurey. I think you are entirely right. I do not 
mean to go back in the past in any way to fix blame. I am simply 
taking the conditions as we find them now and looking ahead, and the 
difficulty of looking ahead with what happened in the past is that 
appropriations were authorized in huge amounts without provision 
for them, and the taxes at that time were not sufficient to meet the 
obligations being currently incurred, much less the terrific authoriza- 
tions being built up. In other words, they authorized the expendi- 
tures, but left the payments to be made at a later time, and we have 
inherited the time to make the payments. 

I think what you have just said is entirely correct, that we must at 
this time spend every effort to first getting our expenses down, and 
second keeping our income up until we can get this budget in balance. 
The reason I think we cannot and should not do it in 1 year is because 
you would have so many people out of work that you would upset your 
economy and cut your prospective earnings that people pay taxes on, 
and your tax revenues would go down. I think it has to be done 
gradually in order not to upset the whole economy. 


REFINANCING PROGRAM 


Mr. Gary. What about your refinancing in 1955? 

Seana Humpurey. | would like to have Mr. Burgess handle 
that. 

Mr. Burcsss. We still have about as big a job as we had a year ago 
because the maturities coming in are very heavy. We have some of 
the 2 percent bonds we sold during the war coming due in June and 
December, and about a quarter of the debt has to be refunded within 
the next calendar year, and it is also true of the fiscal year, 
substantially. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Buresss. This table shows the maturities and distributions by 
ownership of the securities that have to be funded in the current 
calendar year. ~ 

Mr. Gary. Can you have that extended through the end of fiscal 
1955? 

Mr. Buresgss. Yes. 

Mr. Gary. And we will put it in the record. 

(The table referred to is as follows:) 
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Marketable maturities Jan. 1, 1954, through June 30, 1955 (as of Dec. 31, 1958) 
{In millions] 


Total amount outstanding 
Maturity date Issue date Security 
Callable Maturing 
} 
1954 

7 EE Jan. 1,1934 | 24 percent postal savings bonds-_|.... 1 $10, 526, 560 
Feb. 15,1953 | 244 percent certificate... 114, 165, 000 
Dee. 15,1949 | 144 percent note 4, 675, 067, 000 
July 15,1953 | 24% percent certificate (tax antici- 5, 901, 636, 000 

pation series) 
June 1_-_. ......--} June 1, 1953 | 254 percent certificate 4, 858, 173, 000 
June 15 (callable)._..| Dee. 15,1941 | 2 percent bond 1951-55 ; $510, 411, 450 : 
June 15 (callable)_...| Feb. 25,1942 | 24 percent bond 1952-55. _ 1, 500, 780, 800 
June 15... ‘ June 26, 1944 2 percent bond 1952-54 (June) 5, 825, 463, 500 
June 15 (callable)_...| Dee. 1,1944 | 2 percent bond 1952-54 (Decem- | 8, 661, 950, 500 loca 

er). 
June 15 (callable)_...| July 22, 1940 2&4 percent bond 1954-56 3 680, 691, 850 a 
ss July 1, 1934 | 24% percent postal savings bonds 1 11, 527, 020 
Aug. 15,1953 | 25¢ percent certificate _ niall 2, 788, 226, 000 
Sept. 15... .- =: Sept. 15,1953 | 254 percent certificate 4, 724, 009, 000 
Dee, 15..-.......-.-..] Dee. 1,1953 | 1% percent note 8, 175, 143, 000 
Dee, 15...............| Dee. 1,1944 | 2 percent bond 1952-54 (Decem- 8, 661, 950, 500 
or). 
1955 
Jan. 1,1935 | 24% percent postal savings bonds. - 4 1 14, 191, 860 
Mar. 15,1950 | 14% percent note 5, 365, 078, 000 
Mar, 15.........-..-.| Mar. 15,1935 | 2% percent bond 1955-60__ 3 2, 611, 090, 500 
June Feb. 25,1942 | 24 percent bond 1, 500, 780, 800 


1 Tax exempt. 
? Redeemable for taxes Mar. 15, 1954, for cash Mar. 22, 1954. 
3 Partially tax exempt. 


Mr. Gary. What will be your policy under that refinancing pro- 
m? 

Mr. Burazss. We will still aim to do what President Eisenhower 
set out in his state of the Union message a year ago, that is, that every 
opportunity where we can lengthen the debt without undue disturb- 
ance to the market, we will try to do so; and we will try to increase the 
distribution of the debt and get more of it out of the banks and in the 
hands of long-term investors. I think it is fair to say we have a more 
favoring breeze for our operation than last year. For the first half 
of last year we were bucking a headwind all the way, because every- 
body in the world wanted to borrow money, and business was very 
active on a full and overtime employment basis. We were only able to 
proceed gradually on lengthening the debt. Out of 9 times we went to 
the market for refunding or new money, 5 times we were able to offer 
something over a year. When we started last spring the market was 
tight. In order to meet the market we had to pay a high rate. As 
the year went on the money market eased, the Federal Reserve began 
to supply money a little more freely, and our job was easier. At the 
moment the money market is in good shape and I think we can con- 
tinue to lengthen the debt condialte. 


INTEREST PAYMENTS ON BONDS 


Mr. Gary. Do you anticipate you will have to increase your in- 
terest payments very much on these bonds? 

Mr. Burexss. I do not think so. In that connection it is interest- 
ing to note that the estimates show that for fiscal 1955 the interest 
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on the public debt will be only $275 million more than it was esti- 


mated for 1954, and 1954 was a very little more than 1953. 


The very 


big figures that people have been making speeches about, they are 
Of this $275 million, most of that is 


just way away from the facts. 

due to the i increase in the debt. 

the changes in the rates of interest. 
(The following table was supplied:) 


We can put in a table that will show 


Summary of public debt and guaranteed obligations outstanding 


Dee, 31, 1953 


Dee. 31, 1952 


Amount 
outstanding 


Aver- 
age 
interest 
rate 


Amount 
outstanding 


Public debt: 
Interest-bearing debt: 


Publi 


c issues: 

Marketable obligations: 

Treasury bills (regular series) ___- 

Treasury bills (tax anticipation 
Series) 

Certificates of 
(regular series) _ 

Certificates of indebtedness (tax 
anticipation series) 

Treasury bonds 

Other bonds 


Total marketable obligations_- 


Nonmarketable obligations: 
‘Treasury savings notes 
United States savings bonds. ._. 
Depositary bonds_- 
Treasury bonds, ‘investment 


Total public issues 


Special issues: 


Adjusted service certificate fund 
Canal Zone, Postal Savings System... 
Civil service retirement fund 

F — tenant mortgage insurance 


Federal Deposit Insurance Corpo- 
ration. 

Federal home loan banks 

Federal Housing Administration 


Federal old-age and survivors insur- 
ance trust fund 

Federal Savings and Loan Insur- 
anee Corpcration.__. 

Foreign Service retirement fund_- 

Government life insurance fund 

National service life insurance fund 

Postal Savings System. 

Railroad retirement 

Unemployment trust fund 

Veterans special term insurance 


Total special issues 
Total interest-bearing debt___. 


Matured debt on which interest has ceased _- 
Debt bearing no interest: 
Monetary Fund 


1 Computed on true discount basis, 


Percent 
11,510 


‘indebtedness | 


$19, 511, 467, 000. 00 


20, 484, 573, 000. 00 


5, 901, 636, 000, 00 
31, 406, 306, 000. 00 
77, 219, 809, 600. 00 

106, 789, 440. 00 


154, 630, 581, 040.00. 


$17, 208, 045, 000. 00 
4, 504, 556, 000. 00 
16, 712, 423, 000. 00 
30, 266, 239, 000. 00 


79, 755, 466, 900. 00 
134, 161, 440. 00 


9 | 148, 580, 891, 340. 00 


6, 025, 589, 400. 00 
57, 709, 890, 656. 70 
415, 538, 500. 00 


12, 902, 373, 000. 00 


5, 769, 539, 000. 00 
57, 940, 080, 012. 37 
402, 844, 500. 00 


13, 449, 877, 000. 00 


_77, 053, 391, 556. 70 


77, 562, 340, 512. 37 


231, 683, 972, 596.70 | 2.29 


| 226, 143, 231, 852. 37 


4, 513, 000, 00 
1, 050, 000. 00 
5, 629, 452, 000. 00 


1, 250, 000. 00 


813, 300, 000. 00 
52, 700, 000. 00 


A, 219, 000, 000. 00 
5, 219, 479, 000. 00 

357, 000, 000. 00 
3, 236, 348, 000. 00 
8, 580, 000, 000. 00 


1, 125, 000. 00 


1, 050, 000, 00 
5, 354, 299, 000. 00 


1, 250, 000. 00 


854, 500, 000. 00 
44, 200, 000. 00 


10, 850, 000. 00 
14, 734, 400, 000. 00 


1, 285, 000, 000. 00 
5, 164, 479, 000. 00 

519, 000, 000. 00 
2, 980, 373, 000. 00 
8, 123, 000, 000. 00 


41, 196, 998, 900. 00 


39. 149, 694, 400. 00 


435, 816, 016. 76 


1, 340, 000, 000. 00 
511, 332, 615. 93 


272, 880, 971, 496. 70 


265, 292, 926, 252. 37 
303, 968, 156. 51 


1, 258, 000, 000. 
536, 261, 


275, 168, 120, 129. 39 | 


267, 391, 155, 979. 65 


Title Aver- | 
age | 
interest | | 
rate | 
941 
| 2.476 | 1.507 | 
| 
2. 500 | 
| 1.765 | | 1.755 | 
2. 733 | 2. 686 | 
| 2.347 1.850 
2. 768 2. 751 
2. 000 
series 2.732 | 
Total nonmarketable obliga- 
4.000 4. 000 
| 3.998 3. 998 
| 2.000 | 2.000 — 
1.974 1.990 
fund 2.000 700,000.00 | 2. 000 
2.375 | 16,005, 605,000.00 | 2. 250 
| 2.000 59, 940,000.00 | 2,000 56, 240, 000. 00 
| 3.962 3. 967 
| 3.500 3. 500 
| 3.000 3. 000 
2.000 2. 000 
3. 000 3. 000 
2. 375 2. 250 } 
2757 | | 2.673 | 
2.414 | 2.353 | 4 
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Summary of public debt and guaranteed obligations outstanding—Continued 


Dee. 31, 1953 | Dee. 31, 1952 
Title Aver- Aver- | 
age Amount age | Amount 
interest outstanding interest! outstanding 
rate | rate 
Public debt—Continued | 
Guaranteed obligations not owned by the | 
Treasury: Percent | Percent 
Interest-bearing debt_____ 2. 551 $74, 544, 186. 23 2. 565 $52, 659, 215. 31 
Matured debt on which interest has 
1, 094, 450. 00 1, 310, 350. 00 
Total guaranteed obligations not | | 
owned by the Treasury. 75, 638, 636.23 __ 53, 969, 565. 31 
Total gross public debt and guar- 
anteed obligations... 278, 248, 758, 765.62 267, 445, 125, 544. 96 
Deduct debt not subject to statutory limi- 
572, 857, 728. 26 | 623, 859, 154. 51 
Total debt subject to limitation 3_______ .} 274, 670, 901, 037. 36 ‘ 266, 821, 266, 300. 45 


2 Not subject to debt limitation. 
§ Statutory debt limit effective June 26, 1946, is $275,000,000,000. 


INTEREST ON PUBLIC DEBT 


On page 3 of the Secretary’s statement, under B, the interest on 
the public-debt appropriation for 1954 was $6,525,000,000; and the 
estimate for 1955 is $6,800,000,000. 

Mr. Gary. But that does not show 1953? 

Mr. Barrett. For 1953, $6,504,000,000. 

Mr. BurGess. Which was just $21 million less than in 1954. That 
is partly an accident, the way the interest payments fell in 1953. 

Mr. Barrett. Over $1 billion is paid on the special issues held by 
trust funds. 

Mr. Gary. And those payments are met regularly? 

Mr. Barre cr. Yes. 


INTEREST ON E-BONDS AFTER MATURITY 


Mr. Gary. What has been the effect of the law that was passed 
in 1952 or 1953 continuing the interest on the E-bonds after maturity? 

Mr. Buraess. It has had a very good effect in encouraging the 
holders of the E-bonds to hold onto their bonds instead of cashing 
them in. The experience is that 75 percent of the holders of those 
bonds have held + tal at maturity for some additional period. 

Mr. Gary. Do you think that froupht about the situation to which 
you referred—that for the first time in a long time you had more sales 
than redemptions? 

Mr. Burgess. That helped. 


OCEAN STATION PROGRAM OF THE COAST GUARD 


Mr. Gary. Mr. Secretary, with reference to the ocean station 
pee of the Coast Guard, why should those stations be necessary 
or defense traffic and not for civilian traffic? 

Secretary Humpnrey. I will ask Mr. Rose if he can answer that. 
I do not know. 
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Mr. Ross. I am not sure that I can answer that fully. Of course, 

we have had to rely on the statement of the military as to what their 
uirement is, and especially when, as the Secretary pointed out, it 
is backed up by their willingness to pay money for it.. I think part 
of the reason is the fact that some of the military airplanes do not carr 
the same navigation and other equipment that the transoceanic civil 
eae do carry, and that therefore they need more navigational 
elp and so on than the civil planes now state they need. 

Another thing is the somewhat different appraisal by the military 
than by the civil authorities of what they require in the way of weather 
information. 

Secretary Humpurey. If they are going to ferry a lot of fighting 
planes across the ocean, they are not equipped for that sort of thing, 
the same as commercial airplanes. 

Mr. Gary. I wonder if the Defense Department is more solicitous 
about the saving of their personnel than the civilian companies are as 
to their passengers. 

Secretary Humpnrey. I think that it is just the opposite. If you 
will look at the records, I think you will find that there are many more 
military accidents than there are civilian. The difference is in the 
equipment of the planes and when you start flying military planes 
across the ocean you find they are not always designed for oceanic 
trips, nor do they have the equipment for it. 

oe Gary. I am wondering if the civilian authorities are solicitous 
enough. 

Secretary Humpurey. I think this indicates exactly the opposite. 
This relates to the equipment of the planes and the civilian planes are 
much better adapted and much better equipped to cross the oceans 
than the military planes of the kind they may have to ferry in the 
event of war. 


EXAMINATION OF BAGGAGE BY CUSTOMS BUREAU 


Mr. Gary. With reference to the customs simplification, Mr. Sec- 
retary, when our-committee was in New York last month we had 
some talks with the heads of the various customs employee organiza- 
tions, and one of the objections raised to the simplification program 
was the fact that there is a tendency, particularly in the examination 
of baggage, to fall into a routine pattern which would encourage 
smuggling. They stated, for example, since they now examine only 
one bag, they find the porter coming off the boat and just handing 
them a bag to examine. 

Obviously, if you have a situation of that kind, there will be a 
wonderful opportunity for a conspirator to smuggle goods, because 
the porter could work with the smugglers coming in and pick out the 
bag that contained no valuables pa the others get by. 

I am glad to hear Mr. Rose say that you are going to be particularly 
careful to see that the examinations do not develop into a routine. 
It seems to me there is a grave danger with this program that you 
might get into a routine so that the people would know just exactly 
where and when to expect an examination and thereby avoid it. The 
head of the associations we talked with said, of course, that they did 
— the bag that the porter handed to them, but there is that 
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Secretary Humpurey. It would be just as bad either way. 1 would 
say that if that is the kind of people we have working for us, we had 
better fire them and get some better ones. They are not doing the 


ob. 
’ Mr. Gary. I think that is absolutely true. On the other hand, the 
examinations could drift into a routine. 

Secretary Humprrey. Our management ought to stop that. They 
ought not to permit it to occur. That is just not having people do 
their jobs; that is all. If you find that people are not doing their 
jobs, you ought to get rid of them and get some that will do the job. 

r. Gary. That is true, but | think it is going to take a great deal 
of supervision to prevent things of that kind from happening. It is 
more likely to happen under a program where you examine just a 
portion of the baggage than where a examine it all. 

As you said with reference to the Bureau of Engraving and Printing, 
whenever you get a large number of people together, as large as you 
have in the Government, you are going to have some that will yield to 
temptation when they are faced with it daily, and you have to try to 
minunize the temptation. 


INTEREST ON PUBLIC DEBT 


Mr. PassMan. Mr. Secretary, I was impressed with your statement 
this morning. I want you to know that I shall work to help reduce 
expenditures whenever and wherever possible. 

Secretary Humpnrey. Good. 

Mr. Passman. I would like to address this question to Mr. Burgess. 
It is my understanding that interest on the public debt for the fiscal 
year 1953 was $6,504,000,000. 

Mr. BurGess. That is right. 

Mr. Passman. And in 1954, $6,525,000,000. 

Mr. Burapss. Yes. 

Mr. Passman. An increase of $21 million during that period? 

Mr. Burgess. That is right. 

Mr. PassmMAN. You estimate your increase for the fiscal year 1955 
will be $275 million? 

Mr. Bureess. That is right. 

Mr. PassMan. Is that brought about by the increased interest 
rates on bonds sold during the fiseal year 1954? 

Mr. Buraess. No. As a matter of fact, the comparison between 
1953 and 1954 is thrown off by reason of the fact that there were two 
instances where coupons fell over into the earlier fiscal year that 
ordinarily would have come into the fiscal year 1954, so really the 
changes would have been, without that, about the same in the 2 

ears. We can break the $275 million down into the amount which 
is due to the larger debt and the amount that is due to a change in 
interest rates. 

Mr. PassmMan. That is really not necessary. I notice the figures 
to be $275 million and $21 million. There is quite a variation there. 

Mr. Burcess. Two-thirds of the increase of $275 million in 1955 
is due to the increased debt, and the other one-third was due to 
higher rates. 
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INTEREST ON OVERPAYMENT OF TAXES 


Mr. PassMANn. What is the interest rate on the overpayment of 
taxes to date? 

Secretary Humpurey. It is still 6 percent both ways. That is a 
very troublesome question. We have debated it a great deal. We 
collect more interest than we pay, so we gain by having it 6 percent, 
but it is an unrealistic figure. We have discussed a great deal whether 
or not we ought to reduce the interest rate both ways. We have 
never taken any action because we have needed the money so badly. 

Mr. PassMan. It is customary for a borrower to pay the Govern- 
ment a higher rate of interest than he receives when he invests his 
money in bonds, is it not? 

Secretary Humpurey. We have considered that a bit, and perhaps 
are charging them more for penalties than we pay to them. That is 
sort of tough. 

Mr. PassMAN. What does the interest on overpayments amount to 
in fiscal 1953? Do you have that information available? 

Mr. Barrer. $74,400,000. 

Secretary Humpurey. In that connection, we made a little study 
of this. In discussing it we took a rather quick examination of it. 
We could not detect if there was any substantial amount of money 
deliberately paid for investment purposes. The bulk of these refunds 
are on the withholding taxes which are automatic, and which are 
not governed by people deliberately overpaying in order to get a 
refund. There may be some of it, but we could not detect it at random 
to any large degree. 

Mr. Passman. It is my understanding that these refunds are paid 
very promptly. 

Secretary Humpnrey. That is right. 

Mr. Passman. Do you pay interest on these small refunds? 

Mr. Barrevt. After 30 days. 

Secretary Humpurey. Whatever we pay interest on, we pay 6 
percent on money withheld over a period. 


COMPARISON OF PUBLIC DEBT WITH VALUE OF PHYSICAL ASSETS 


Mr. PassMan. I have one brief statement, Mr. Chairman. I think 
that we are all concerned about the public debt as well as the private 
debt. As a former bookkeeper, I like to look at both sides of the 
ledger. It is my understanding that the physical assets of America 
in 1932 were $512 billion. At the close of business in 1952 the physical 
assets in America exceeded $1 trillion, not counting military assets. 
The public debt increased by about $9 billion from 1948 to 1952. 
The private debt increased by approximately $22 billion in that 
4-year period, yet the actual physical assets of America increased in 
that 4-year period by over $200 billion. 

Secretary Humpurey. How much of that was because of the depre- 
ciation of the dollar? 

Mr. PassmMan. I am using the net worth figures as given to me. 

Secretary Humpnarey. But they would still be dollars. 

Mr. PassMan. Let us take a couple of examples. In 1932 we had 
only 25,100,000 housing units in America. At the close of business 
in 1952 we had 51 million housing units in America. 
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Just take other items we think of today as wealth, automobiles and 
trucks. In 1932 we had 23 million registered automobiles and trucks 
and at the close of business in 1952 we had in excess of 48 million. 
You can take over a hundred items in America that we judge wealth 
by—and I think these figures are accurate—and find that your per 
capita wealth of America is something like $630 greater than in 1932. 
1 would like for you to check the figures because I repeat that 1 like 
to examine both sides of the ledger. 

When your physical assets increase by $200 billion in a 4-year 
period, and when your public debt is only increased by $9 billion, then 
we have have something on the other side of the ledger to look at. 

The Bureau of Engraving and Printing say that production by the 
Bureau will be at a lower level in the fiscal year 1955, primarily due to 
a decrease of about 25 percent in currency requirements. Does that 
mean that they have a large backlog, or do you predict there will be 
less currency in circulation? 

Mr. Fotsom. Mainly stock on hand. They built up quite a stock 
on hand after Korea, and now they are getting back to normal. We 
still have quite a big stock on hand. 

Mr. Passman. It is a combination of both, is it not? 

Mr. Fotsom. I do not believe there is an allowance there for a 
decrease in currency in circulation. It is mainly an inventory prob- 
lem. 

Mr. Passman. They certainly built up a backlog there. 

Mr. Fotsom. It was the stockpile. 

Mr. Sreminski. Mr. Secretary, | am proud to serve on this com- 
mittee. I do not think that America can again afford to make the 
spectacle of itself that it did in the early 1930’s when it condemned 
men of interest—financial, political or any other dealing with the 
wealth and happiness of this country. That is why I will not join 
anyone to day who will blame any member of the Government, or any 
citizen, because of his wealth or because of his occupation. 1 would 
not be a party to anyone who says that because you are a millionaire 
you might be acting in the interest of big business. My answer on 
that to people on the street in my district is, that I am sure that the 
knowledge you used to promote industry and wealth in a limited sphere 
will now be used to promote interest and wealth for the greatest 
number of people of the United States. So I am with you heart and 
soul, and I am with you, Mr. Burgess, in spite of your connections, 
in spite of what the enemies of America want us to believe, that men 
like you are working for limited groups, limited benefits for limited 

oups. I wish you luck. I have watched your performance in the 

t year. I congratulate you for avoiding any controversy that 
would split us four ways as a nation, north, south, east and west. 

Now, I have just one or two questions. I have been doing a little 
research, and | find that in spite of the British Empire—which 
financially blossomed from about 1880 to 1913, a short period—that 
a greater empire, the Moslem or Islamic Empire which, as you know, 
flowered from about 600 to 1050, stretching from China to Gaul, had a 
budget, which, at the height of its power was about 33 percent for 
defense, 33 percent for public works, and 33 percent for reserve. 


That was a most extensive empire, outdoing even the Roman in 
terms of geographical expansion. Do you think it is possible for our 
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budget to look something like that budget did in terms of defense, 
public outlay and reserves? 

Secretary Humpurey. That is a big question. I think that I would 
fear, myself, if ae mean that left 33 percent of the earnings with the 
people and took 66 percent to be spent by the Government—— 

Mr. Sreminskt. I mean of the money collected, sir. 

Secretary Humpnrey. Of the money collected, they spent 33 per- 
cent for defense? 

Mr. Sreminskr. Thirty-three percent for defense, 33 percent for 
ublic works, and 33 percent for a reserve, which enabled fanning out 
rom China to Gaul. 

Secretary Humpurey. Let me put it this way. I think whether or 
not you could ever reach that kind of a division of the money you 
take would depend very largely on what percentage of the income of 
the country you take away. In other words, I do not think that it is 
feasible right now, or that it would be good for the country, or proper, 
to so increase our taxes at the present time, at the high rates they are, 
so that we could take the money away from the people to begin to 
reduce our debt. I do not like to see our debt increase, but I also 
do not think we ought to increase our taxes so far above the present 
level that we not only would balance the budget but also would have 
a surplus to begin to pay our debts down. think we should first 
come to a point where our safety is sufficiently secure so that our 
expenditures can be greatly reduced, and then as our expenditures 
come down, do not bring our taxation down quite as fast as the 
expenditures. But when the defense budget can be cut in half, or a 
third of the present amount, because it is not required, and we can 
have tremendous reductions in taxes, that is the time that we should 
have some surpluses that we are going to take away from the people 
that we are going to take down on our debts with, not when at these 
high levels. 

could not answer your question until and unless you coupled 
— the level at which you are taking the money away from the 
people. 

Mr. Gary. In that connection I am wondering if the Islamic 
budget covered all government enterprises. We have in this country, 
the Federal, the State, and the local governments, and when you 
begin to consider the benefits, or the expenditures for the benefit of 
the people, and the expenditures for defense and the reserve, it seems 
to me that you have to take into consideration Federal, State, and 
local expenditures. 

Secretary Humpurey. Whatever you take from the people. 

Mr. Sreminskr. Another question: I read a statement by the 
Indian Ambassador recently, no doubt thrown out as a challenge to 
people in government all over. He said in effect, if I remember it, 
15 of the poorest countries of the world, representing over 50 percent 
of the world’s population, earn less than 9 percent of the world’s total 
income. Certainly that is a mark for any public servant to shoot at. 
lf I were in private industry today as a sales-promotion manager and 
I were told that my performance was 9 percent.of a maximum, | would 
have quite a target to shoot at. 

I just wonder if we should wait, life being something pretty hard 
to harness, for men of industry and good will alone to promote and 
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lift the level of income among the poor, and all, or is there something 
that people like you in public service and we in public service can do 
to focus the fact that what we are interested in really is that the flow 
of money, like the flow of blood, be harnessed fast to our energy from 
birth to death. 

Is it not a reasonable thing for a fellow like me in Congress to say 
that we are working to match human energy with the availability of 
cash, or must cash availability depend upon accountants behind 
corporate desks? 

Secretary Humpnrey. You spoiled it all with the last few words. 
I do not know what they mean. 

Mr. Steminskr. I mean that money must match energy, keep pace 
with it through life. 

Secretary Humpurey. I do not know what that corporate thing 
means. I agree with you a hundred percent that it is our job here, 
it is Government’s job to try to promote in every way the opportunity 
for the American people to advance themselves. I think it is our job 
to do it, to remove every obstruction we can and provide every assist- 
ance we can. I think that is what has made America great. I think 
the thing that has made America is the fact that we have 160 million 
people all trying to help themselves, and just nothing can stop them. 
We have put in all kinds of barricades in their way and they have still 
progressed. If we take some of those barricades away, particularly 
extremely high taxation, it will give them a chance to progress much 
more rapidly in the next few years than they have in the past. I think 
it is a great opportunity, and I think that is the job that all of us 
should work at. We are working at it right today, by trying to get 
these expenditures down, trying to bring government down in its levels 
of participation, trying to get smaller government, trying to get more 
money in the hands of the people for them to handle as they want to 
rather than bringing it in here and trying to handle it the way we want 
to handle it. 

We are not smart enough, and no group of people is smart enough 
to equal the abilities of 160 million people who look after themselves, 
if we will just let them do it. 

Mr. Sreminski. I am honored with your very fine statement, your 
interest, and your desire to help me think this thing through. I shall 
make further observations during these hearings and during debate on 
problems that trouble me which I do not fully understand. I am new 
in this game. I guarantee you, though, that 1 come forward with 
one thing, and that is, that if the energies locked in the heart of every 
individual in America, and in the bearts of evervone on the face of the 
globe, were tapped as we have tapped knowledge concerning the cir- 
culation of the human body, and if we could harness that energy for 
good during a man’s lifetime on this globe, the Creator, L am certain, 
will give us all a helping hand when we get upstairs. 

He says to us now, I am sure, “that if only you people could get 
together, couple your energy, with what I give you to work with 
down below, show me you can do it with one another, I will reveal the 
next mystery,”’ which is probably what we are all hoping for. 

Secretary Humpnrey. God bless you. I am for you. 
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LOYALTY INVESTIGATIONS 


Mr. Canrietp. Mr. Secretary, before you go I have one further 
question: We bope that there are no more Harry Dexter Whites in 
the Treasury Department. What is the situation respecting loyalty 
investigations? 

Secretary Humpurey. You do not hope it more than I do, and you 
are not more concerned about it than Iam. 1 would just like to ask 
our counsel to say a word about the program and how he is working 
on it and what is going on. 

Mr. Turrie. Lam Acting Personnel Security Officer of the Treasury 
Department. When the President’s Executive order was issued we 
started to reevaluate the entire security program in the Treasury 
Department. Since that time there has been a total, up to December 
6, of removals of 308 in the Treasury Department. Of that number, 
as you well recognize, a substantial number are removals for other 
than security reasons. One hundred and ninety-four of the 308 were for 
other than security reasons. The remaining ones were for security 
reasons, and those security reasons were not by any means all under 
the original concept of loyalty, or subversive activities but on the 
ground of anything that would make a person an undesirable security 
risk, which means that of the total of 308, 194 were for reasons that do 
not fall within the President’s security program definition and 114 do 
fall within that. 

Now, we have a tremendously large volume of reevaluations because 
we are evaluating every person occupying a position considered as a 
sensitive position. We have some 1,500 positions in that classification 
of which some 966 still remain to be investigated. It is the desire of 
the Secretary that that shall be completed possibly by June 30, 1954. 

Mr. Canrre_p. How many of the removals were from the Wasbing- 
ton office and how many were from the field? 

Mr. Turtte. I am sorry but I do not have that broken down. It 
would be a guess. I know that a substantial number come from both. 
I would not be surprised if they were about 50-50. 

Mr. Parsons. I think that is about as good as we can do without 
the making of an gnalysis. 

Mr. Turrie. A substantial number were from the Washington 
bureaus, and a substantial number from the field. 

Mr. Parsons. I think the field would be a little heavier. 

Mr. Canrietp. Would you say that any of those removed occupied 
positions in the highest echelons of the Department? 

Mr. Turrie. Not the highest, and not the second highest. There 
have been a number of adverse actions taken with respect to specific 
loyalty check programs in the nature of dismissals, resignations, sus- 
pensions, or reassignment in lieu of suspension, and none of those are 
in the supergrades. 

Mr. Passman. What is the total number of employees in all branches 
of the Treasury Department? 

Secretary Humpurey. Over a hundred thousand. 

Mr. Parsons. On December 31 we had, including the Coast Guard 
113,530. Of that number, the military personnel was 33,982 and the 
civilian personnel paid from appropriated funds was 79,548. 

Mr. Gary. It is my understanding that the present security pro- 
gram considers an excessive drinker as a poor security risk. 
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Mr. Turrie. That is included in the grounds for which a person 
may be discharged as a poor security risk. It is not every excessive 
drinker that would be so understood. 

Mr. Gary. I understand. So, the 114 might probably be released 
because they were alcoholics. 

Mr. Turrie. Yes. Those released for that reason would be in- 
cluded in the 114. 

Mr. Gary. In addition to that, sex perverts are considered to be 
poor security risks. 

Mr. Turrie. A sex pervert is considered to be a bad security risk, 
and that is ground for dismissal under the President’s program. 

Mr. Gary. Also people who are inclined to talk too much 
blabbers. 

Mr. Turrie. That is a little loose statement of it. I think that 
1 have in mind what you have in mind. 

Mr. Gary. Blabbers-—people who talk 

Mr. Turrie. Not on general subjects. If a person violates the 
regulations against classified information, but if a person merely 
talks about his job, and he is not in a classified position, that would 
not be considered grounds. 

Mr. Gary. I understand. How many of the 114 were actually 
subversives or connected with subversive organizations? 

Mr. Turrie. I will have to supply that information for you. I 
do not have a complete breakdown. 

Mr. Gary. | wish that you would put it into the record at this 
point, 

(The following information was supplied:) 

Any conduct by an employee which causes his retention in the employ of the 
Treasury Department not to be “clearly consistent with the interests of national 
security,” is a basis for removal under Executive Order 10450. Actually, this 
order did not become effective until May 1953 and none of the 114 removals were 
brought about by action actually taken under this executive order. 

I should add that during November and December of 1953 an additional 31 
employees were removed, of which 16 were for reasons within the purview of 
Executive Order 10450. The statistics for the calendar year 1953 are as follows: 


Removals for reasons falling within purview of Executive Order 10450 130 


the above removals which were effected for reasons classified as ‘‘subversive,’’ if 
by this term is meant some type of identification with Communist or Soviet 
causes or interests. The reason for this is that during the course of an investiga- 
tion there may be evidence of some such association but, without the necessity 
either of completing the investigation into, or evaluating this phase of the em- 
ployee’s activities, it becomes abundantly clear that the employee has been guilty 
of other acts that make him an unacceptable security risk and he is dropped 
In such a situation, it would be obviously unfair to classify such removal as a 
subversive removal, but it would be equally inaccurate to state that there was no 
subversive problem involved. From my own experience in handling these matters, 
I do know that persons have been dropped as security risks on easily provable 
cases of dishonesty or false swearing in which information as to possible subversive 
activity was present. 

Acts of reckless, irresponsible or wanton nature indicating poor judgment, and 
instability, while not strictly speaking subversive in themselves, may, under some 
circumstances, indicate that the individual might disclose security information to. 
unauthorized persons or otberwise assist such persons (whether deliberately or 
inadvertently) in activities inimical to the security of the United States, and thus 
engage in subversive activities. Similarly, the presence of a close relative of an 
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employee in an unfriendly nation, or identity of a close relative with a Com- 
munist organization or activity, while not raising any inference that the employee 
is subversive, migrt suggest the possibility that coercion or pressure could be 
brought on the employee through such relative tos engage in subversive activities. 
It could be said that a person becomes a security risk due to suitability factors only 
when such factors raise reasonable cause to believe that such person might, at a 
later date, actually engage in subversive activity. 

Mr. Sreminski. I have noted on my scratch pad here something 
about money plates and Mr. Harry Dexter White. I had decided 
not to mention them nor to go on the record with it at this time. 
Inasmuch as the subject has been brought up, I do think, in fairness 
to the dead, that we should point out that while we were at war, am 
I not correct in stating that no enemies, engaged against us in a shoot- 
ing war, were revealed to have been in the Treasury Department, 
such as a Nazi, a Black Shirt, or a Tojoist; that our score in keeping 
out enemies who were killing our boys was 100 percent; to that extent, 
our soldier dead did not fail. 

I was about 6 years old when the Black Tom explosion took place 
in Jersey City. That was damage that I could see, hear, and feel. 
It was just a couple of blocks away. So, let us say for the record, in 
fairness to the Treasury—and I am sure, Mr. Secretary, that you will 
defend your Department just as does any man who has pride in serving 
with his unit—that our record during the war in keeping out combat 
enemies was 100 percent. Our dead did not fail. The Axis was 
vanquished. Hitler, Mussolini and Tojo bit the dust. The score 
— —— down, one to go. Korea? The Reds reeled. Stalin? 

ead. 

Incidentally, it might be interesting to know whether it was possible 
to have obtained currency on a lend-lease basis as it was goods. 
Hardware killed the enemy. Cash enabled troops to occupy and 
police a vanquished foe. Was it possible for the Allies to have put 
occupational currency on a lend-Jease, writeoff basis, as they did 
goods? America footed a lion’s share of the lend-leased goods. In 
the billions. What of cash to occupy, pay, outfit and feed civilians and 
troops? Was Russia broke? Hard up for cash as she was for goods? 
Did she ask for occupational cash? Was she turned down? Did her 
T-men figure the money plate deal was the only way she could stay 
in the game? Or had Stalin thrown the switch with an all-out 
effort to drain us dry or was the question of face involved? Or was it 
dirty pool, thievery premeditated, callously executed? In Vienna, 
in the fall of 1945, the Soviets prevented Americans from examining 
water sources in the Soviet Zone—delayed us, doubletalked, and so 
forth, until presumably they found out how to pass our sanitary 
test. Is it all a question of false pride, embarrassment at being 
shown up for inferior performance? One wonders. Inferiority com- 
plex under a mailed fist? 

Mr. Canrtetp. I do not know the whole story of Harry Dexter 
White, but I suspect he was in a position to do more damage than 
100,000 employees in the normal employment of the Government. 

Mr. Secretary and gentlemen, we thank you for your very fine 
presentation. 
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OFFICE OF THE SECRETARY 


WITNESSES 
WILLIAM W. PARSONS, ADMINISTRATIVE ASSISTANT SECRETARY 


W. L. JOHNSON, BUDGET OFFICER, TREASURY DEPARTMENT 
MISS JANE M. CULLEN, ORGANIZATION AND METHODS EXAMINER 


SALARIES AND EXPENSES 


Amounts available for obligation 


| 


1953 actual | 1954 estimate | 1955 estimate 


Appropriation or estimate $2, 585, 000 $2, 400, 000 | $2, 620, 000 


Transferred from ‘“‘Administering the public debt, Burean of 


| 

the Public Debt,”’ pursuant to Reorganization Plan No, 26 04, 000 289, 000 

Transferred to “Salaries and expenses, Bureau of Accounts, 

Treasury,”’ pursuant to Reorganization Plan No. 26 —18, 100 | 
Adjusted appropriation or estimate. 2, 679, 000 | 2, 670, 900 | 2, 620, 000 
Reimbursements from other accounts 168, 678 | 165, 000 | 165, 000 
Total available for obligation 2, 847, 678 2, 835, 900 | 2, 785, 000 


Unobligated balance, estimated savings } — 33, 567 


Obligations incurred 2,814, 111 2, 835, 900 2, 785, 000 


Comparative transfer from 
“Administering the public debt, Bureau of the Public 


Debt” | 194, 260 | 

“Salaries and expenses, Bureau of Narcotics” 12, 000 | 

Comparative transfer to ‘Salaries and expenses, Bureau of | 
Accounts, Treasury’’...__. } 100 


Total obligations 


Description 


Direct Obligations 


. Executive direction 

. Administration and coordination of legal services 
. General administrative services 

Operation and maintenance of Treasury buildings 
. Emergency first-aid 


Total direct obligations 


Obligations Payable Out of Reimbursements From Other 
Accounts 


. General administrative services 
. Operation and maintenance of Treasury buildings 


Total obligations payable out of reimbursements from | 


other accounts 


Total obligations. 


3, 002, 271 


Obligations by activities 


| 1953 actual 

$1, 173, 737 | 
315, 123 
718, 923 

568, 210 | 
57, 600 


2, 833, 593 | 


139. 349 | 
29, 329 | 
= 
| 


168, 678 | 


| 3,002, 271 | 


| 
12, 200 | 
| 


2, 848, 100 2, 785, 000 


| 
| 1954 estimate | 1955 estimate 


| ‘ 


$1, 107, 840 
292, 280 | 
688, 900 | 
539, 480 

54, 600 


$1, 081, 000 


2, 683, 100 | 


| 


| 


2, 620, 000 


142, 000 142, 000 
23, 000 23, 000 
165, 000 | 165, 000 


2, 848, 100 | "2, 785, 000 
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Obligations by objects 


Object classification 


Summary of Personal Services 


Average salaries and grades: 
General schedule grades: 
Average salary 
Average grade 
Crafts, protective, and custodial grades: 


Personal service obligations: 
Permanent positions. 
Regular pay in excess of 52-week ce. 

Payment above basic 


Total personal service obligations _- 
Direct Obligations 


Transportation of things. ___ 
Communication services 


Printing and reproduction. 
Services performed by other agencies 
Supplies and materials 
Refunds, awards, and indemnities 
Taxes and assessments 


Total direct obligations 


Obligations Payable Out of Reimbursements From Other Accounts 


01 Personal services 


Travel 


Rents and services.____- 


Other contractual services 


Total obligations payable out of reimbursements from 


Printing and reproduction.............................-..| 


1953 actual | 1954 estimate | 1955 estimate 
550 490 476 
514 469 458 
$5, 719 $5, 851 $5, 975 
GS-8.1 GS-8.2 GS-8.2 
$3, 291 $3, 305 $3, 32 
CPC-4.0 CPC-4.0 CPC+40 
$2, 565, 907 $2, 376, 990 $2, = 074 
2,000 2,900 
8, 982 9, 510 9, 326 
39, 366 26, 000 26, 000 
2, 607, 793 2, 414, 500 2,366, 490 
2, 587, 257 2, 399, 500 2, 351, 400 
13, 522 16, 000 16, 000 
67 100 100 
50, 600 59, 250 57, 000 
51, 97 54, 000 52, 000 
9, 597 14, 750 8,000 
| 17, 733 26, 000 25, 000 
57, 600 54, 600 54, 600 
| 34, 809 42, 900 39, 900 
8, 176 13, 500 13, 500 
| 585 1,000 1,000 
| 1, 670 1, 500 1, 500 
| 2, 833, 593 2, 683, 100 2, 620, 00 
20, 536 15, 000 15, 000 
103, 896 | 113, 500 113. 500 
4, 212 4,000 4,000 
9, 068 2, 500 2, 500 
909 | 30,000 30, 000 
| | 
168, 678 | 165, 000 165, 000 
| 3,002, 271 | 2, $48, 100 2, 785, 000 


Analysis of erpenditures 


Unliquidated obligations, start of year_ 
Obligations incurred during the year 


Deduct: 
Reim bursements 


Expenditures are distributed as follows: 
Out of current authorizations. 
Out of prior authorizations 


1953 actual 


1954 estimate 


1955 estimate 


$168, 034 $177, 627 $06, 174 
2,814, 111 2, 835, 900 2. 788, 000 
2, 982, 145 3, 013, 527 2, ‘881, 174 

168, 678 165, 000 165, 000 

177, 627 96, 174 99, 576 
 - 635, 840 2, 752, 353 2, 616, 598 
2, 471, 067 2, 577, 726 2, 523, 424 

164, 773 174, 627 93,174 


q 

Total number of permanent positions 
Full-time equivalent of all other positions... q 
Average number of all employees. 3 

iquidated obligations, end of 
| 
| 
| 


timate 


16, 000 
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Mr. CanFie._p. The committee will come to order. 

We are meeting this morning for the purpose of taking up specific 
titles at the Treasury Department's request. 

The first is “Salaries and expenses, Officer of the Secretary of the 
Treasury.” 

The amount appropriated for the current fiscal year was $2,400,000. 
The request for the new fiscal year totals $2,620,000. 

The witness this morning is Mr. William W. Parsons, administrative 
Assistant Secretary. 

Do you have a general statement to make at this time, Mr. Parsons? 


GENERAL STATEMENT 


Mr. Parsons. Ido. I would like to read it, if I may. 

Mr. Chairman and members of the committee, | wish to discuss the 
estimate for the fiscal year 1955, in the amount of $2,620,000, which 
has been presented to you for the appropriation ‘Salaries and expenses, 
Office of the Secretary of the Treasury.”’ 

An appropriation in the amount of $2,400,000 was provided for 
the Office of the Secretary for the current year. Under the provisions 
of Reorganization Plan No. 26 of 1950, the following transfers were 
made to and from this appropriation: 

(1) Two hundred eighty-nine thousand dollars from the appropria- 
tion “Administering the public debt, Bureau of the Public Debt” to 
cover the cost of the functions formerly performed by the Office of the 
Technical Staff which were consolidated with those of the Office of 
the Secretary; and 

(2) Eighteen thousand one hundred dollars to the appropriation 
provided for the Bureau of Accounts to cover the cost of printing the 
Annual Report of the Secretary of the Treasury. 

These transfers increased the funds available in 1954 to $2,670,900. 
Since the 1955 estimate includes the salary of the technical assistant 
to the Secretary for Enforcement, which was formerly provided for 
in the appropriation made available in the Bureau of Narcotics, for 
comparative purposes the estimated requirements for the fiscal year 
1954 would be $2,683,100. Therefore, the estimate requested for 
1955 is actually $63,100 less than the requirements for the current 
fiscal year. 

This appropriation estimate covers the requirements of the Secre- 
tary’s immediate office, his staff assistants, and that of the General 
Counsel and the Office of Administrative Services. It also provides 
funds for an employee’s health program in the District of Columbia, 
legal services for Treasury organizations which do not have such 
facilities, a buildings maintenance and operation program, and central 
administrative services for the staff offices of the Secretary and depart- 
mental headquarters. 

The Secretary of the Treasury is responsible for the overall direction 
and administration of the Treasury’s many and varied activities. 
These responsibilities include the formulation of tax and fiscal policies, 
the management of the public debt, the collection of revenue, printing 
of currency, manufacture of coins, the administration of the Coast 
Guard, Secret Service, and Bureau of Narcotics, and the central 
management of the Department, which includes the departmentwide 
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budgetary, personnel, personnel security, and management improve- 
ment programs. The Secretary is aided in carrying out his responsi- 
bilities by the Under Secretary, deputy to the Secretary, two Assistant 
Secretaries, General Counsel, assistants to the Secretary, Fiscal Assist - 
ant Secretary, Administrative Assistant Secretary, personnel security 
officer, and other special staff assistants. 

The appropriation available for the current fiscal year will provide 
an average of 465.5 positions, and the estimate for the fiscal year 1955 
will provide 454.4 average positions or a decrease of 11.1. During the 
current year every effort has been made to reduce the operating ex- 
penses by a gradual reduction in personnel so that the staff will be 
reduced to the estimated 454.4 average positions by the beginning of 
the next fiscal year. Since it is not anticipated that the workload will 
decrease, the reduction in personnel has to be made by degrees and as 
each vacancy occurs, a careful analysis is made to determine whether 
the position must be filled or can remain vacant. Through this 
policy, the staff is being reduced in each organizational unit and every 
effort will be made to discharge the responsibilities of the Office of the 
Secretary with the personnel available. During the current and next 
fiscal years the Office of the Secretary is absorbing the cost of the 
within-grade salary advancements required by law to be granted to 
its employees and the cost of penalty mail. These costs for the fiscal 
year 1955 are $29,000 and $6,000 respectively. 

During the past year the following organizational changes have 
been made in the Office of the Secretary: 

(1) Realinement of top supervisory responsibilities; 

(2) Creation of an Analysis Staff, combining some of the functions 
of the former Office of the Technical Staff and Tax Advisory Staff, to 
provide more effective coordination and economical operation of 
oe egg activities relating to financing, debt management, and tax 

icies ; 

P° (3) Reorganization of the Office of Administrative Services to con- 
solidate certain activities and strengthen supervision ; 

(4) Consolidation of three separate Treasury libraries; and 

(5) The establishment of the Personnel Security Office to handle 
the Department’s personnel security program. 

The changes made have enabled the Office of the Secretary to 
operate more efficiently and to assume additional responsibilities with- 
out requesting an increase in the appropriation. As a matter of fact 
in addition to the reductions in personnel strength already made and 
those contemplated for the fiscal year 1955, the consolidation of the 
analytical functions in the Analysis Staff and the abolition of the 
Office of the Technical Staff has provided for the elimination of 
approximately 30 average positions and a saving of approximately 
$130,000 in the appropriation made available to the Bureau of the 
Public Debt for the fiscal year 1954. 


LANGUAGE CHANGES 


It is not necessary to request any change in the appropriation lan- 
guage for the fiscal year 1955. 
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ACTIVITIES 


The Office of the Secretary is divided into five activities and the 
following are some of the princip il functions of each one: 

1. Executive direction: This activity consists of the Secretary’s 
immediate office and includes the clerical and staff personnel of the 
following: Under Secretary, deputy to the Secretary, Assistant 
Secretaries, assistants to the Secretary, Analysis Staff, Fiscal Assistant 
Secretary, Administrative Assistant Secretary, personnel security 
officer, Director of Personnel, and departmental budget officer. These 
officials assist the Secretary in the management and executive direction 
of the Department, and also coordinate the many departmentwide 
yrograms which it undertakes in the management improvement, 
Bud retary, personnel, and security fields. 

The estimated requirements of this activity in the fiseal year 1955 
are in the amount of $1,081,000 and will provide 160.8 average posi- 
tions. This staff includes that portion of the Analysis Staff which was 
formerly financed from the appropriation made available to the Bureau 
of the Public Debt. In addition, the 1955 estimate includes the salary 
of the technical assistant to the Secretary for Enforcement which was 
formerly paid from the appropriation made available to the Bureau 
of Narcotics. A corresponding decrease in the amount of $12,200 
is being made in the estimate submitted by that Bureau. This activity 
is absorbing the additional costs in connection with the establishment 
of the Department’s personnel security program. The estimate 
requested for this activity for the fiscal year 1955 is $26,840 less than 
the estimated requirements for the current year. 

2. Administration and coordination of legal services: This activity 
includes the functions of the General Counsel, his immediate staff 
assistants, and the Legal Advisory Staff, formerly the Office of the 
Tax Legislative Counsel. As the chief law officer of the Department, 
the General Counsel is responsible for the administration and coordi- 
nation of all legal services within the Treasury. This office is respon- 
sible also for legislation of interest to the Treasury. In this connection 
it prepares departmental reports on such legislation, and handles 
correspondence on legislative and legal matters. 

The estimated requirements of this activity in the fiscal year 1955 
are $285,400 and will provide 44.5 average positions. This estimate 
is $6,880 less than the estimated requirements for the current year. 

3. General administrative services: This activity furnishes various 
administrative services for the departmental headquarters and for 
certain bureaus. These services include the departmentwide coor- 
dination and management of the printing, property, records, and 
safety and fire prevention programs. It also provides central services 
such as library, personnel, fiscal, telephone, telegraph, mail, secre- 
tarial, filing, duplicating, graphic, payrolls, messenger, and supplies. 
In addition, the staff includes the survey staff which is responsible for 
the coordination of space occupancy matters for Treasury organiza- 
tions in the United States. 

The estimated requirements of this activity in the fiscal year 1955 
are $662,520. This estimate will provide $520,820 for 116 average 
positions, and in addition, $141,700 for the following operating ex- 
penses of the departmental headquarters and staff offices of the 
Secretary: Travel, communications, printing, contractual services, 
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supplies and materials, and equipment. The amount requested for 
1955 is $26,380 less than the estimated requirements during the 
current fiscal year. 

4. Operation and maintenance of Treasury buildings: This activity 
is responsible for the operation and maintenance of the main Treasury 
Building and Annex. It also maintains the grounds and parking 
areas adjacent to these two buildings. 

The estimate for the fiscal year 1955 is in the amount of $536,480 
and will provide $465,100 for 133.1 average positions and $71,380 
for the following operating expenses: Rents and utility services; con- 
tractual services, such as repairs to scrubbing machines; and supplies, 
materials, and equipment required for the upkeep of the buildings. 
Since the staff of this activity has been reduced to the minimum 
required for the proper maintenance of the buildings, the estimate 
for 1955 includes the same amount for personal services as is provided 
for the fiscal year 1954. However, a reduction of $3,000 has been 
made in the amount requested for the miscellaneous operating ex- 
penses. 

5. Emergency first-aid. This activity covers the operation of three 
health units which furnish emergency first-aid services to employees 
located in Washington, D.C. The amount requested for this activity 
in 1955 is $54,600 and is the same amount as is provided for the 
current year. This estimate will provide emergency first-aid services 
for approximately 8,800 employees at an average cost of $6.21 an 
employee. 

MANAGEMENT IMPROVEMENT PROGRAM 


I would like to report some of the actions taken in connection with 
the Department’s management improvement program which was 
accelerated during the past year in accordance with the President’s 
policy to strive for greater efficiency and make reductions in Govern- 
ment expenditures. Since the Treasury conducts a decentralized 
management improvement program a major part of the significant 
accomplishments will be reported to you by the representatives of the 
various Treasury bureaus. However, | think you will be interested 
in some of the actions taken to improve the Department’s operations. 

Earlier I mentioned some of the organizational changes made in 
the Office of the Secretary to streamline operations and reduce 
operating costs. Some of the significant accomplishments in the 
other organizational units are the following: 


FISCAL SERVICE 


1. Transfer to the Federal Reserve banks of the function of verifi- 
cation and destruction of silver certificates and United States notes. 
The plan was put into effect on July 1, 1953, and will reduce shipping 
costs by approximately $200,000. Reductions in other costs are 
estimated at $375,000 in Public Debt and $40,000 in the Treasurer’s 
Office, making a total of $615,000 annually. 

2. On July 1, 1953, a revision was made in the redemption procedure 
for processing United States savings bonds. This change is expected 
to save approximately $700,000 annually. 
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INTERNAL REVENUE 


1. The reduction of the number of internal revenue regions from 
17 to 9, effective July 1, 1953, will cut costs in the field service by 
about $2 million inasmuch as the overall administrative setup has 
been streamlined. This action will eliminate about 400 positions in 
the field service. 

2. The action taken to decentralize or eliminate work in the Wash- 
ington headquarters provides for the elimination of about 900 positions 
and an ultimate saving of $4 million annually. 

3. The adoption of a new system for handling individual income-tax 
returns and information returns makes possible a reduction of about 
460 positions in the Processing Branch, Kansas City, with annual 
savings of over $1.7 million. 

4. The substitution of an inexpensive printed occupational tax 
stamp for the more expensive engraved stamp formerly issued annually 
to about 1.5 million taxpayers will result in a saving of approximately 
$150,000 annually. 

5. The change in the filing of excise-tax returns from a monthly to 
a quarterly basis is expected to reduce the number of returns filed 
annually from 7.5 to 2.5 million and save $1,430,000 in printing, 
processing, and related costs. 

6. The processing of the 1952 income-tax returns on a production- 
line basis resulted in completion of the refund program earlier than in 
former years, thereby reducing interest payments by $2,500,000. 


MINT BUREAU 


1. Since July of 1953, motor carriers have been utilized to transport 
l- and 5-cent coins from the mints to Federal Reserve banks and 
branches. A savings of about $200,000 annually will be achieved by 
using this method of transportation, which is fully insured, instead of 
the more costly parcel post or railway express shipments. This 
savings is reflected in the seigniorage fund and two employees were 
= cash efficiency awards of $600 each for development of the new 
plan. 


ENGRAVING AND PRINTING 


1. Installation of completely automatic sheet feeding devices for 
currency printing presses was started in July of 1953, and this will 
result in savings of about $1 million annually. 


UNITED STATES SAVINGS BONDS DIVISION 


1. The recent reorganization of the Savings Bonds Division will 
result in annua! savings of approximately $125,000 and 23 positions. 
The several operating sections have been consolidated into two 
units devoted to sales and planning. 

2. A further annual savings of $30,000 was accomplished in the 
Chicago Distribution Center by discontinuance of the “regular 
purchase” activity which entailed the maintenance of about 43,000 


addressograph plates and periodic mailing of reminder notices to 
regular bond purchasers. 
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The Bureau heads who appear before vou will be glad to furnish 
you with further details on any phases of their management improve- 
ment program in which you may be interested. 


INCENTIVE AWARDS PROGRAM 


The incentive awards program received its principal stimulation 
during the past year through an analysis of each bureau’s program 
and the holding of a series of meetings with bureau representatives to 
discuss improv ements; by accelerating the processing of suggestions; 
and by publishing results and statistics on the program in the Manage- 

ment Newsletter. Reporting procedures have been revised and 
additional authority has been delegated to the bureaus from making 
awards. During the fiscal year 1953 the Department received from 
its employees 2,931 suggestions and completed consideration of 
2,853 of them. The Department adopted 527. Cash awards totaling 
$13,010 were given the employees and it is estimated that the annual 
savings from the adopted suggestions will be $211,115. In addition 
to the awards for suggestions, salary increases were granted to 62 
employees for superior ace omplishments. The Department also 

ranted 3 individual and 3 group efficiency awards to 23 employees. 

he efficiency awards granted totaled $1,735 and were based upon 
savings of approximately $45,000. In addition, seven Meritorious 
Civilian Service Awards were granted to Treasury emplovees. 

Some of the outstanding employee suggestion and efficiency awards 
are the following: 

EMPLOYEE SUGGESTIONS 


1. An Internal Revenue employee received an award of $75 for 
suggesting the elimination of 1 staple on certain tax forms. The 
estimated annual savings is $2,520 or the cost of 30 million staples a 

ear. 
’ 2. A new radio antenna mount, adapted to the special requirements 
of automobiles used in alcohol and tobacco tax investigatory work, 
was devised by an Internal Revenue special investigator. It is 
expected to save $6,300 in labor and materials annually and the 
employee was given an award of $175. 

3. Internal Revenue is making a yearly saving of $10,000 through 
the suggestion of one of its Alcohol and Tobacco Tax Division inspec- 
tors, whose idea resulted in more efficient repair of master beer meters 
by Bureau personnel at less expense than had been experienced in the 
return of meters to the factory. An award of $275 was granted for 
this suggestion. 

4. A shipfitter in the Coast Guard was given an award of $75 for 
working out a better method of attaching counterweights to the 
bottom of buoys. The counterweights can be attached in approxi- 
mately 8 hours less time per buoy, “with estimated annual savings of 
$2,500. 

5. Another Coast Guard shipfitter worked out the problem of a 
too-small working area encountered in the construction of certain 
steel boats. He rigged an outside jig which permitted the welder to 
work inside the ship’s bow at the same time that the fitter and his 
helper worked on the outside. Previously, the welder worked while 
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the fitter and helper stood by, or vice versa. Twenty-four hours of 
production time are saved on each boat through this suggestion which 
is expected to save $15,725 in its first year of use. The employee 
received an award of $275. 

6. An electronics mechanic at Coast Guard’s Yerba Buena Island, 
Calif., Depot suggested that aluminum foil laminate be substituted 
for sheet aluminum in the construction of radar reflectors. An 
annual saving of $9,000 will result and the employee was given an 
award of $250. 

7. A Public Debt employee was given an award of $200 for recom- 
mending changes in the compilation of report data concerning savings 
bonds transactions which will save an estimated $7,661. 

8. A faster method of attaching hardware to humidors was sug- 
gested by an Engraving and Printing employee. The estimated 
annual saving will be $6,937 and the employee was granted an award 
of $175. 


EFFICIENCY AWARDS 


1. A chief inspector at Customs San Pedro office worked out a way 
to relieve inspectors of certain permit delivery services. The saving 
will be $4,706 annually and the employee received an award of $100. 

2. The Bureau of Engraving and Printing is saving $24,000 annually 
through the work of one of its purchasing agents on the methods of 
shipment of card checks. The award granted was in the amount of 
$375. 

3. An efficiency award was given to a group of six employees of the 
Bureau of Accounts. This group through its own initiative took over 
and successfully completed a vari-typing job formerly dene under 
outside contract, with first year savings of over $1,100. These 
employees shared an award of $255. 

4. Two Bureau of Accounts employees designed, constructed, and 
installed a metal feeder chute which permits checks to be transferred 
from addressograph machines to check-signing machines. This 
device will eventually completely eliminate the separate signing 
operation in the production line and savings for the first year will be 
over $8,000. The awards given to these employees were in the 
amounts of $375 and $100. 

The foregoing are examples of the types of suggestions being sub- 
mitted. However, I will be glad to furnish any additional information 
you may need regarding the awards program and the type of sugges- 
tions the employees are submitting to improve operations and pro- 
cedures. 

Mr. CanrieLp. That was a very good summary. It is hoped that 
the heads of the other divisions and bureaus in the Treasury Depart- 
ment will make like presentations. 


JUSTIFICATION DATA 


Without objection, pages 2 and 3 of the justifications will be in- 
serted in the record at this point. 
(The tables referred to are as follows:) 
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Analysis of appropriation base for fiscal year 1955 


Transfer to Reorganization Plan No. 26 of 1950, by 


Treasury Order 170-1, dated Feb. 27, 1953, “Administering the 
Public Debt, Bureau of 289, 000 
“Salaries and Expenses, Bureau of Accounts, Treasury’’___-______- —18, 100 
Total adjusted appropriation, 1954___________-__________- 2, 670, 900 
Reductions: 
Activity No. 1, executive direction___,.._.._._____-__- $26, 840 
Activity No. 2, administration and coordination of 
Activity No. 3, general administrative services. ______ 26, 380 
Activity No. 4, operation and maintenance of Treasury 
63, 100 
Additions: Activity No. 1, executive direction__...______. 12,200 
Appropriation base for 1966................-..2-.-....- 2, 620, 000 
Increase over appropriation base for 
Increase or decrease from total appropriation, 1954 (as 
Comparison of appropriation base with appropriation estimate for 1955 
Appropriation base | Appropriation esti- Increase or 
for 1955 mate for 1955 decrease 
Activity Aver- Aver- Aver- 
Amount Amount Amount 
tions tions tions 
1. Executive direction _._..._.....--.-.. 160.8 | $1,081,000 | 160.8 | $1,081,000 |_....__- 
2. Administration and coordination of 
legal services 44.5 285, 400 44.5 285, 400 |....... 
3. General administrative services. 116.0 662,520 | 116.0 662, 520 |... 
4. Operation and maintenance of Treas- 
5. Emergency first-aid... 54,600 |.......- 54, 600 |... 
Adjustment +12.1 +50, 900 | —12.1 —50, 900 
Total, adjusted appropriation 1954 and 
appropriation estimate for 1955_. 466.5 | 2,670,900 | 454.4 2,620,000 | —12.1 — 50, 900 


GENERAL STATEMENT 


The Office of the Secretary is responsible for the overall direction and adminis- 
tration of the Treasury Department. This responsibility includes the formulation 
of tax and fiscal policies, the management of the publie debt, the collection of 
revenue, the printing of currency, the manufacture of coins, the administration of 
the United States Coast Guard, United States Secret Service, and Bureau of 
Narcotics, the coordination of law-enforcement activities, and the central manage- 
ment of the Department. In addition, the Office of the Secretary provides the 
following services for organizations within the Department which do not have 
such facilities: Legal services and facilities; central administrative services; a 
buildings operation and maintenance program; and an employees’ health program. 
An appropriation in the amount of $2,400,000 was made available to the Office 
of the Secretary for the fiscal year 1954. Under the provisions of Reorganization 
Plan No. 26 of 1950 the following transfers were made from and to this appropria- 
tion: (1) Transfer of $18,100 to ‘Salaries and expenses, Bureau of Accounts, 
Treasury” to cover the cost of printing the annual report of the Secretary of the 
Treasury on the state of the finances; and (2) transfer of $289,000 from ‘‘Adminis- 
tering the public debt, Bureau of the Public Debt” to cover the cost of functions of 
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the former Office of the Technical Staff which were transferred to and consolidated 
with these of the Office of the Secretary. An additional transfer in the estimates 
of $12,200 was made from ‘‘Salaries and expenses, Bureau of Narcoties’’ to cover 
the cost of the salary of the technical assistant to the Secretary, Enforcement. 
The foregoing reduction and additions in the functions of the Office of the Secretary 
increased its estimated requirements in the fiscal year 1954 to $2,683,100. The 
estimate of the appropriation for the fiscal year 1955 is in the amount of 
$2,620,000—a decrease of $63,100 in the estimated requirements and a reduction 
of 12.1 in the average positions. In addition to the reduction in the estimate for 
the fiscal year 1955, the transfer to the Office of the Secretary of functions of the 
Office of the Technical Staff provided for the elimination of approximately 30 
average positions and a savings of approximately $130,000 in the appropriation 
made available to the Bureau of the Public Debt for the fiscal year 1954. 


EXPLANATION OF LANGUAGE CHANGES 


No request is being made for any language changes in the fiscal year 1955. 
PROVISIONS OF REORGANIZATION PLAN NO. 26, 1950 


Mr. CanFietp. In order that we may correctly understand the 
manner by which the budget is presented, I think that it would be 
well, Mr. Parsons, to have the provisions of Reorganization Plan 
No. 26, of 1950 explained briefly. 

Mr. Parsons. This reorganization plan was one of those originally 
suggested by the first Hoover Commission study. The plan placed 
authority in the head of the department for controlling the internal 
organization of his department. As you know, over the years there 
have been many direct grants of authority to various subordinate 
chiefs in the various executive departments, to bureau heads, and in 
some cases even below that level. 

In order to place the authority in the head of the department to run 
his department, this particular type of reorganization plan was sug- 
gested and submitted to the Congress by the President for a number 
of departments. Reorganization Plan No. 26 of 1950 is the plan that 
applies to the Treasury Department. It places authority in the 
Secretary to relocate responsibilities throughout the department. 

By this device all authority is placed in the Secretary and he in 
turn can delegate or authorize redelegation of functions and authority 
throughout the departments. 

Mr. CanrFiELp. I have here a copy of Organization and Procedure— 
Reorganization Plan No. 26 of 1950, effective July 31, 1950, Depart- 
ment of the Treasury, that will be inserted in the record at this point. 

(The reorganization plan referred to is as follows:) 


REORGANIZATION PLAN No. 26 or 1950, Errective Juty 31, 1950 


DEPARTMENT OF THE TREASURY 


Section 1. Transfer of functions to the Secretary—(a) Except as otherwise 
provided in subsection (b) of this section, and subject to the provisions of sub- 
section (c) of this section, there are hereby transferred to the Secretary of the 
Treasury all functions of all other officers of the Department of the Treasury and 
all functions of all agencies and employees of such Deport ment. 

(b) This section shall not apply to the functions vested by the Administrative 
Procedure Act (60 Stat. 237) in hearing examiners employed by the Department 
of the Treasury or to functions vested by any provision of law in the Comptroller 
of the Currency. 

(c) Notwithstanding the transfer to the Secretary of the Treasury of the 
funetions of the United States Coast Guard and of the functions of the Com- 
mandant of the Coast Guard effected by the provisions of subsection (a) of this 
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section, such Coast Guard, together with the said functions, shall operate as a 
part of the Navy, subject to the orders of the Secretary of the Navy, in time of 
war or when the President shall so direct, as provided in section 1 of the act of 
January 28, 1915 (ch. 20, 38 Stat. 800, as amended, 14 U. 8. C. 1). 

Sec. 2. Performance of functions of Secretary.—The Secretary of the Treasury 
may from time to time make such provisions as he shall deem appropriate author- 
izing the performance by any other officer, or by any agency or employee, of the 
Department of the Treasury of any function of the Secretary, including any 
function transferred to the Secretary by the provisions of this reorganization plan. 

Src. 3. Administrative Assistant Secretary.—There shall be in the Department 
of the Treasury an Administrative Assistant Secretary of the Treasury, who shall 
be appointed, with the approval of the President, by the Secretary of the Treasury 
under the classified civil service, who shall perform such duties as the Secretary of 
the Treasury shall prescribe, and who shall receive compensation at the rate of 
$14,000 per annum. 

Sec. 4. Incidental transfers —The Secretary of the Treasury may from time to 
time effect such transfers within the Department of the Treasury of any of the 
records, property, personnel, and unexpended balances (available or to be made 
available) of appropriations, allocations, and other funds of such Department as 
he may deem necessary in order to carry out the provisions of this reorganization 
plan. 


Mr. CanrFietp. Mr. Parsons, under this plan is it possible to trans- 
fer funds or personnel without transferring functions? 

Mr. Parsons. I will have to check this with the attorneys, to be 
sure, but it is my belief, sir, that this provides for the transfer of 
functions and related funds to accomplish the carrying out of those 
functions. I do not believe that you could transfer money without 
transferring functional responsibility. I would have to verify that 
with the attorneys to be absolutely sure. 

(Note: The following statement was subsequently supplied:) 


This statement was verified by the Department’s attorneys. 


ANALYSIS OF APPROPRIATION BASE 


Mr. CanrreLtp. Without objection there will be inserted in the 
record at this point pages 4 through 14 of the justifications. 
(The pages referred to are as follows:) 


An appropriation in the amount of $2,400,000 was provided for the Office of 
the Secretary for the fiscal year 1954. Under the provisions of Reorganization 
Plan No. 26 of 1950, the following transfers to and from this appropriation were 
made; (1) the transfer of $18,100 to the appropriation ‘Salaries and expenses, 
Bureau of Accounts, Treasury” to cover the cost of printing the Annual Report 
of the Secretary of the Treasury on the State of the Finances; and (2) transfer 
of $289,000 from the appropriation ‘‘Administering the public debt, Bureau of 
the Public Debt’ to cover the cost of functions formerly performed by the Office 
of the Technical Staff and transferred to the Office of the Secretary in the fiscal 
year 1953. 

The foregoing transfers provided an adjusted appropriation in the amount of 
$2,670,900. In determining the appropriation base for the fiscal vear 1955, the 
various activities were reduced by $63,100 and an addition of $12,200 was made 
in the executive direction activity, making a net aajustment of $50,900 and an 
appropriation base of $2,620,000. 

n the fiseal vear 1954, every effort is being made to reduce the operating 
expenses of the Office of the Secretary by a gradual reduction in personnel and 
a decrease in related miscellaneous operating expenses. Since it 1s not antici- 
pated that there will be any decrease in the workload, the reduction has to be 
accomplished by degrees and as employees resign, retire, or otherwise terminate 
their services, if it is possible to do so, a distribution is made of their duties to 
their associates. In this way only those vacant positions are being filled which 
are determined to be absolutely essential to enable the Office of the Secretary 
to carry out its responsibilities and duties. Through this policy, which will be 
continued 1n the fiscal year 1955, it is estimated that a reduction of $63,100 can 
be made in the requirements for the fiscal year 1955. 
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Reductions: 
1. Executive direction: 01 Personal services, 5.4 aver- 
2. Administration and coordination of legal services: 
01 Personal services, 1.0 average position____ _6, 880 
3. General administrative services: 
Personal services, 5.7 average positions... 14, 380 
Other objects of expenditure___________------- 12, 000 
26, 380 


4. Operation and maintenance of Treasury buildings: 
Reduction in funds to be expended for rents and 
utility services and for supplies and 


Total reductions, 12.1 average positions... 63, 100 

Additions: 1. Executive direction: 
01 Bersonal services, position... ....-........ 22.2... 12, 200 


(Transfer in the estimates of the salary of technical 
assistant to the Secretary, Enforcement, formerly paid 
from the appropriation made available to the Bureau of 


Narcotics). 
hem for 1906... 2, 620, 000 


DETAILED EXPLANATION OF ESTIMATES BY ACTIVITY 


1. Executive direction 


The functions of this activity are to assist the Secretary of the Treasury in 
connection with his responsibilities for the overall management and executive 
direction of the Treasury Department. These responsibilities relate to the 
formulation of tax and fiscal policies, the management of the public debt, the 
personnel security program, and the central management of the Department, 
which includes the personnel program, the budgetary program, and general ad- 
ministration of the Department. The following officials and their clerical and 
staff assistants are assigned to this activity: Secretary of the Treasury, Under 
Secretary of the Treasury, deputy to the Secretary, Assistant Secretaries, Fiscal 
Assistant Secretary, Administrative Assistant Secretary, personnel security 
officer, technical assistant to the Secretary (Iinforcement), Analysis Staff, Director 
of Personnel, departmental budget officer, and other special and staff assistants. 

The program of this activity during the fiscal year 1955 will be approximately 
the same as during the past and current years with such increases in workload as 
may occur as a result of the Secretary’s important responsibilities in the financial 
and taxation fields. In addition to its fiscal and administrative responsibilities, 
this staff provides the necessary leadership and coordination of the Treasury’s 
varied activities, including departmentwide management improvement, budget- 
ary, and personnel programs. The coordination of these programs has enabled 
the Department to improve methods, eliminate duplication and unnecessary 
procedures, and to reduce operating costs. 

Effective March 1, 1953, under the provisions of Treasury Department Order 
No. 170, the Office of the Technical Staff and the Tax Advisory Staff were abolished 
and certain of the functions of these two analytical groups were assigned to the 
newly created Analysis Staff in the Office of the Secretary. As the salaries of the 
enployees of the Office of the Technical Staff were paid from the appropriation 
‘‘Administering the public debt, Bureau of the Public Debt,” transfers of funds 
were made from that appropriation to the appropriation ‘‘Salaries and expenses, 
Office of the Secretary of the Treasury”’ in the fiscal vears 1953 and 1954 to cover 
the cost of the positions in the Office of the Technical Staff actually transferred to 
the Analysis Staff. Approximately 30 average positions in the Office of the 
Technical Staff were abolished as a result of this consolidation of functions, and a 
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savings of approximately $130,000 is reflected in the appropriation ‘ Administering 
the public debt. Bureau of the Public Debt” for the fecal year 1954, 

Major reductions have been made during the past few years ia the staff assigned 
to the executive direction activity. At the present time the policy has been 
adopted of not filling any vacancies unless the services performed by the occupant 
are considered essential for the proper discharge of the duties and responsibilities 
imposed upon the Secretary of the Treasury. It is anticipated that this policy 
will enable this activity to reduce the average employment to 160.8 in the fiscal 
year 1955, which is 5.4 less than is estimated for the fiscal year 1954 and 18.4 less 
than the actual employment in the fiscal year 1953. These reductions exclude the 
ot aaaaaaa 30 average positions abolished in the former Office of the Technical 
Staff. 

The estimated obligations for this activity are being increased by $12,200 to 
cover the cost of the salary of the technical assistant to the Secretary (lnforce- 
ment), which was formerly paid from the appropriation made available to the 
Bureau of Narcotics. A corresponding decrease is being made in the estimates 
being submitted for “Salaries and expenses, Bureau of Narcoties.’”’ Including 
this increase the estimated obligations in the fiseal year 1954 will be $26,840 less 
than the estimated requirements for the fiseal year 1954 and $92,737 less than 
actual obligetions for the fiscel year 1953. These reductions exclude the approxi- 
mately $130,000 savings effected in the appropriation made available to the Bureau 
of the Public Debt as the result of the abolition of positions in the former Office 
of the Technical Staff. In addition to the actual reductions being made in the 
estimated requirements for the fiscal year 1955, the cost of the within-grade salary 
advancements required by law to be granted to employees assigned to this activity 
will be absorbed during the fiseal year 1955. This additional cost is estimated to 
be $14,132. 

Summary by object class 


Appropria- Estimate, 
tion base 1955 


Personal services 
Taxes and assessments 


Total, 1, 081, 000 | 


2. Administration and coordination of legal services 


Appropriation base for 1955 $285, 400 
Budget estimate for 1955 . 285, 400 


This activity embraces the functions of the General Counsel and his immediate 
staff which includes the Legal Advisory Staff (formerly the Office of Tax Legis- 
lative Counsel). The General Counsel, as the Department’s chief law officer, is 
responsible for the administration and coordination of all legal services within the 
Department. This staff performs the legal work connected with the broad 
financial and economic programs that are carried on at the departmental level, is 
responsible for handling all legislative matters in which the Department is inter- 
ested, provides legal facilities and services for bureaus and offices which do not 
maintain legal staffs, performs a variety of legal duties which do not come within 
the operations of any single bureau or office, and supervises and coordinates the 
legal activities in those bureaus which maintain separate legal staffs. 

The staff assigned to this activity plays a very important role in the adminis- 
tration of the Department. It must furnish accurate and dependable advice on 
the law applicable to assigned problems. It must present, both orally and in 
writing, for policymaking officials of the Department, representatives of other 
Department., congressional committees, and other groups the facts and the law 
pertinent to Treasury problems. It is required to draft clearly and accurately 
regulations, legislation, interpretations, and decisions, and must review work 
initiated by others in a dependable manner. It must make sound recommenda- 
tions and determinations that can be relied upon. The conclusions reached and 
recommendations made by this activity have a direct effect upon the positions 
taken by the Department on major policy and administrative decisions and also 
affect problems of national and international significance. The type of service 
rendered by this activity does not lend itself to a controlled workload but its 
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responsibilities in connection with legislation provides an example of the current 
and prospective workloads. This work includes the drafting of all Treasury- 
sponsored legislation, of supporting data, testifying before 
gressional committees, and the preparation of material for information of com- 
mittees and individual Members of Congress. The Department made 528 such 
reports to congressional committees and the Bureau of the Budget during the 
fiscal year 1953. 

Reductions have been made in the staff assigned to this activity during the past 
few years without a corresponding decrease being made in the demands for legal 
assistance. The estimate for the fiscal year 1955 will provide 44.5 average posi- 
tions—1.0 less than is estimated for the fiscal year 1954 and 5.4 less than the 
actual employment in the fiscal year 1953. The estimated employment for the 
fiscal year 1955 will provide the minimum staff required for this activity to fulfill 
its essential responsibilities. 

The estimated obligations for the fiscal year 1955 are in the amount of $285,400, 
which is $6,880 less than the estimated obligations for the fiscal year 1954 and 
$29,723 less than actual obligations in the fiscal year 1953. In addition to the 
reduction being made in the estimated requirements for the fiseal vear 1955, the 
cost. of the within-grade salary advancements required by law to be granted to 
the employees assigned to this activity will be absorbed in the fiscal year 1955. 
This additional cost is estimated to be $4,424, 


Summary by object class 


| | 
Appropria- | Estimate, 
tion base 1054 Increase 


| 
Personal services | $285, 120 $285, 121 
| 


| 
Taxes and assessments 280 


Total obligations 285, 400 | 285, 400 


8. General administrative services 


Appropriation base for 1955 $662, 520 
Budget estimate for 1955 662, 520 


This activity includes the departmentwide coordination and management of 
the printing, property, records, and safety and fire prevention programs, and the 
performance of various administrative services for the Office of the Secretary, 
staff offices, and certain bureaus, such as library, personnel, fiscal, telephone, 
telegraph, mail, secretarial, filing, duplicating, graphie, payrolls, messenger, 
and supplies; and the promulgation of departmental orders, circulars, and docu- 
ments. In addition, this activity includes the survey staff which is responsible 
for the coordination of space occupancy matters for Treasury organizations in the 
continental United States. This staff conducts space surveys, designs space 
layouts, coordinates space assignments and utilization, and maintains liaison with 
Treasury bureaus, General Services Administration, Post Office Department, 
and other Government agencies. 

The program for this activity will be essentially the same in the fiscal year 
1955 as it is in the current year. 

General administrative services is 1 of the 2 activities in the Office of Adminis- 
trative Services which was established in 1947. Taking into consideration the 
functions which have been transferred to and from this activity since 1947 the 
average positions in 1947 would have been 169.7. For comparative purposes, 
the table below indicates the major reductions made in the personnel assigned to 
this activity since 1947: 


General administrative services: 
Fiscal year 1948__- 169. 
Fiscal year 1953__- 
Fiscal year 1954__- 121. 


The estimated average employment for, this activity for the fiscal year 1955 of 
116 is 53.7 average positions less than in 1947, a total reduction of 32 percent. 
Compared with the estimated average employment for the fiscal year 1954, the 
estimated reduction in 1955 is 5.7 average positions and compared with 1953 it is 
20.8 average positions less. 
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Current studies are being made of the various service functions to determine 
which services can be further combined, decreased, or eliminated so that the esti- 
mated reduction in personnel in the fiscal year 1955 can be accomplished without 
seriously impairing the types and kinds of services it is required to furnish. In 
order to provide even minimum essential services with currently available per- 
sonnel, it is necessary to give very careful attention to every operation and on a 
daily basis to shift personnel from one function or activity to another. 

In addition to the decrease in the estimate of $14,380 for personal services, 
this activity will absorb the cost of within-grade salary advancements required 
by law to be granted during the fiscal year 1955. This additional cost jis 
estimated to be $6,223. 

The estimated obligations for this activity in the fiscal year 1955 are $662,520. 
Of this amount $520,820 is for personal services and $141,700 for the following 
operating expenses of the departmental headquarters, including the staff offices 
of the Secretary; travel, communications, printing and reproduction, contractua! 
services, supplies and materials, and replacement of office equipment. 

Public Law 286, 83d Congress, provided that Government agencies shal! 
pay the cost of penalty mailings. The provisions of this act were effective August 
15, 1953, and the estimated costs to this activity for the penalty mail costs for 
the Office of the Secretary are $5,250 for the fiscal year 1954 and $6,000 for the 
fiscal year 1955. The cost of this additional obligation is being absorbed in both 
years through the reduction of funds available for other miscellaneous operating 
expenses. 

As in the case of the obligations for personal services, the expenditures for 
operating expenses are very carefully screened in order to provide the required 
supplies and materials within the limits of the funds available, and the estimated 
obligations for these expenses for the fiscal year 1955 are $12,000 less than the 
estimated requirements for the fiscal year 1954. 


Summary by object class 


Appropria- 
tion base, ee te, Increase 


Communication services 

Rents and utility services........__. 
Printing and reproduction 

Other contractual services 

Supplies and materials... - 

Equipment. 

Taxes and assessments... 


4. Operation and maintenance of Treasury; buildings 


Appropriation base for 1955 $536, 480 
Budget estimate for 1955 536, 480 


This activity is responsible for the operation and maintenance of the main 
Treasury and annex buildings in the District of Columbia, comprising a total 
area of approximately 1,150,000 square fect of office and corridor space and 
grounds and parking areas. During the fiscal year 1955, the program for this 
activity will be essentially the same as in the fiscal year 1954. 

The maintenance and crafts forces are concerned with the operation and mainte- 
nance of the main Treasury and annex buildings located in the District of Colum- 
bia. The personnel includes electricians, plumbers, painters, plasterers, car- 
penters, steamfitters, operating engineers, machinists, elevator mechanics, helpers, 
the day and night char forces, elevator operators, and laborers. These employees 
are concerned with the preservation of the buildings and the operation and repair 
of essential machinery. The duties are consistent with the titles of the positions, 
and they also perform related miscellaneous duties in connection with building 
operation and maintenance. 

The Treasury Building is very old—part of it having been built in 1840—and 
the mechanical equipment is obsolete and in need of constant repair. For ex- 


| 
Travel : 16, 000 16, 000 
Transportation of things 100 100 | 
57, 000 | 57,000 | 
| 1, 300 | 1, 300 
23, 000 23, 60) | 
30, 900 | 30,900 |... 
3, 500 3, 500 |... 
1, 000 | 1,000 | 
300 | 300 | 
ee 662, 520 | 02, 520 | 
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ample, all except 2 of the 16 elevators in the 2 buildings are obsolete, some of them 
having been installed as far back of 1896. The air-conditioning system was in- 
stalled in 1984-35, The motors are old and require close supervision to prevent 
breakdowns. Most of the parts for the elevators and air-conditioning machinery 
cannot be obteined on the open market and have to be reproduced by the erafts 
force. The plaster in some of the rooms is over 100 yer rs old and is of the original 
material. It requires special care and in addition to their normal tasks, the plas- 
terers are required to replester the corridors and stairways and do asphalt and 
masonry tile work. When it is necessary to replace or remove hot-water, heating, 
or steam pipes this force has to remove wooden and cement floors. If it is possible 
to do so the floors are reused but in many instances it is necessary to replace them. 
The foregoing maintenance and construction problems are not found in more 
modern buildings, and it is only through the pooling of the resources of the limited 
maintenance force that this activity is able to operate and maintain the two 
buildings, 

In this connection it is significant to note that the following major reductions 
have been made in the staff assigned to this activity since 1948: 


Fiscal vear: 

1948 

1953 

1954 

1955 

In view of the specialized type of service this staff is required to perform, they 

cannot properly operate the two buildings if further reductions in personnel are 
made. Therefore, for the fiscal year 1955, the estimated requirements for per- 
sonal services are the same as is estimated for the fiseal year 1954. This will 
provide 133.1 average positions which is 9.8 less than was available in the fiseal 
year 1953. However, this activity will absorb the estimated additional cost of 
$4,237 for within-grade salary advancements required by law to be granted in 
the fiscal year 1955. In addition, the estimate for 1955 includes a reduction of 
$3,000 in the amount to be used for miscellaneous operating expenses, which 
include the cost of electric current, repairs to scrubbing machines, supplies and 
materials, and replacement of essential equipment used in the operation and 
maintenance of the buildings. 


Summary by object class 


| 
| Appropriat won| 
| base, 1055 
| | 

} 


Estimated, 


1955 Increase 


Personal services $465, 100 | $465, 
Rents and utility serviees | 50, 700 | 50, 700 
Other contractual services 1, 400 | | 
Supplies and materials 9,000 | 0, 000 | 
Equipment 10, 000 | 10, 000 | 
Taxes and assessments 280 | 280 


Total obligations 536, 480 536, 480 


5. Emergency first aid 


Appropriation base for 1955- - $54, 600 
Budget estimate for 1955 54, 606 


This activity provides for the operation of three health units which furnish 
emergency first-aid services to Treasury Department employees in Washington. 
These units are located in the following buildings oceupied by Treasury employees: 
poe Treasury Building, Internal Revenue Building, and Engraving and Printing 

nnex, 

Under the provisions of Public Law 658, 79th Congress, the Treasury Depart- 
ment enters into a contract each year with the Public Health Service of the 
Department of Health, Education, and Welfare for the operation of the emergency 
first-aid program. The funds provided for this activity are transferred to the 
Public Health Service and are used to cover the cost of the necessary personal 
services, supplies, equipment, and other miscellaneous services in connection with 
the operation of the program. The amount requested for this activity in 1955 is 
$54,600, the same as is available in the current year. Of this amount $52,310 
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is for personal services and $2,290 will be available for the purchase of supplies, 
materials, equipment, laundry service, and other miscellaneous expenses. 

The $54,600 requested for the fiscal year 1955 will provide emergency first-aid 
services for approximately 8,800 employees at an average cost of $6.21 an em- 
ployee. This cost is $2.79 less an employee than the maximum rate allowable 
under the provisions of Budget Bureau Bulletin No. 53-4 for such services. 


Summary by object class 


Other contractual services—services annem by other agencies: 
Appropriation base , 600 
Estimate, , 600 


Standard classification schedule (direct obligations only) 


| Increase (+) or de- 
crease (—) 1955 
Appropria-| Appropria- | Appropria- estimate over 
tion esti- tion base tion esti- . 
mate 1054 for 1955 mate 1955 
19054 
estimate 


Total number permenent positions 7 ~14.6 
Average number of all employees. FA. A. 


Average salaries and grades: 
General schedule grades: 
Average salary $5, 851 $5, 975 5, 
Average grade G8-8. 1 GS-8. 2 +0. 1 

Crafts, protective and custodial aradies: 
Average salary _. } $3, 305 $3, 329 $3, i, +$24 
Average grade_____- CPC-40 CPC+4.0 


ORJECT CLASSIFICATION 


Personal services: 
Permanent positions. _ _. ‘ $2, 314, 074 | $2, 314,074 — $35, 716 
Part-time and temporary ‘positions. 2, 000 2, 000 2,000 | __ 
Regular pay in excess of 52-week base _. 9, 326 9, 326 —184 
Payment above basic rates... 26, 000 26, 000 | 


Total personal 387, 2,351,400 | 2,351,400 | 900 
Travel 
Transportation of things. 
Communication services... 59, 57, 57, | —2, 
Rents and utility services ____- 5A, 52, 52, | — 2, 000 
Printing and reproduction 7 75) 
Other contractual services. th . 5, 25, —1, 000 
Supplies and materials. . | 38, 39, — 3, 000 
Refunds, awards, and indemnitics.. ‘ | 
Taxes and assessments } “fl 1, 500 


Total appropriation or estimate. 2, 670 670, 2, 620, 000 ~ 2, 620, 


1 500 | 


FUNDS TRANSFERRED IN THE APPROPRIATION DURING FISCAL YEAR 1954 


Mr. CanFie_p. My first question bearing thereon, Mr. Parsons, is a 
general one. 

It is noted that the appropriation of $2,400,000 for this appropria- 
tion title for the current fiscal year was augumented under authority 
of Reorganization Plan No. 26 of 1950 by $270,900 to a total of 
$2,670,900. 

While you have discussed that in your general statement, wil! 
you repeat briefly the reasons for these changes?. 

Mr. Parsons. I shall be glad to, sir. 

In March of the calendar year 1953, the functions of the technica! 
staff were transferred to various other units in the Department, or 
abolished. A major segment of those functions, that is, the analytical 
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functions previously carried on with regard to studies of the public 
debt and financing problems, were transferred to a newly created 
analysis staff in the Office of the Secretary. That accounts for a 
transfer from the appropriation ‘Administering the public debt,” of 
$289,000 to the Office of the Secretary. This oceurred in 1954 and is, 
of course, carried forward in the 1955 estimate. 


REDUCTION IN PERSONNEL 


Mr. Canrievp. I believe that you indicated in your general state- 
ment that there would be a slight reduction in personnel. 

Mr. Parsons. That is correct, sir. The average positions are 
reduced by 11.1 in the 1955 estimates as compared to 1954. 


REDUCTION IN FUNDS FOR 1955 


Mr. Canrietp. What activities will be discontinued as the result 
of the proposed reduction of $50,900 in the amount requested for the 
current fiscal year? 

Mr. Parsons. Our approach to handling this reduction is to do 
our best to continue all of the activities of the Office of the Secretary 
and to study each one to see where we can make reductions or adjust- 
ments to meet this reduction of 11 positions. We are going to attempt 
to meet all of the demands for services and to carry on all the activ- 
ities now in the Office of the Secretary. 


NUMBER OF ATTORNEYS 


Mr. Canrietp. How many attorneys are required and provided 
for in your request? 

Mr. Parsons. The request for 1955 contains salaries estimated for 
18 attorneys in the General Counsel’s office. That is compared to 
20 in the 1954 estimate. 


ECONOMISTS 


Mr. Canrretp. How many economists? 

Mr. Parsons. Our estimate for 1955 carries funds for 27 economists 
as compared to 28 in 1954, and a total of 40 in 1953. 

Mr. Canrieip. That is the number required under this title? 

Mr. Parsons. That is correct. 

Mr. Canrre.p. Do you know perchance the number required in 
the Treasury Department as a whole? 

Mr. Parsons. I will have to provide that information for you. I 
do not have the information with me. 

Mr. Canrteip. As contrasted with current employment. 

Mr. Parsons. I will have to assemble that information for you 
and put it into the record. 

(The information requested follows:) 
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Statement showing number of economists on rolls as of Dec. 31, 1953, and estimated 
for 1955 paid from regular annual operating appropriations, and their aggregate 
annual salaries 


As of Dee. 31, 1953 Estimated 1955 


Number Amount Number Amount 


Office of the Secretary 129 $242, 790 27 $233, 915 
Internal Revenue Service 12 106, 595 12 106, 595 


41 | 349, 385 39 340, 510 


1 Includes one part-time employee. 
TECHNICAL ASSISTANT TO THE SECRETARY 


Mr. Canriexp. Will you be good enough now to give us a statement 
concerning the duties of the technical assistant to the Secretary who, 
as you point out, was formerly paid by the Bureau of Narcotics? 

Mr. Parsons. The technical assistant to the Secretary for enforce- 

ment matters is the Secretary’s staff aide to oversee the Treasury’s 
total enforcement program. 

As you gentlemen know, our enforcement is not a centralized pro- 
gram, but is a decentralized program throughout our bureaus. It 
consists generally of the following functions: The Intelligence Divi- 
sion and the Aleohol and Tobacco Tax Divisions of the Bureau of 
Internal Revenue; the Customs Agency Service; the Secret Service; 
the Bureau of Narcotics, and certain enforcement functions of the 
Coast Guard. 

In view of the spread of these activities through these various 
bureaus, it is necessary that there be a common channel through which 
they can be coordinated, so that their activities can be reported on 
to the Secretary, and where matters equally applicable to all these 
enforcement services can be carried out. This particular position 
provides that channel. The technical assistant works with the heads 
of all of our enforcement organizations. He also supervises a training 
school to which all the services send people for training. 

In addition to that, he is responsible for the development of the 
coordination of the enforcement program in the field which the 
Treasury has carried on in the past. 

He is also responsible for the handling of certain internal control 
matters where supervision or inspections are required by any one of 
the six enforcement groups. He provides an independent check on 
other enforcement groups. 

Mr. Canrietp. Who is he? 

Mr. Parsons. Mr. Malachi L. Harney. He was formerly as- 
sistant to the Commissioner of Narcotics. I think that you 
gentlemen have met him. ‘ 


STUDIES BY MANAGEMENT ENGINEERS 


Mr. Canrietp. Are any studies being made by outside management 
engineers of ways and means of improving the Department’s 
administration? 
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Mr. Parsons. Not at the present moment. As Mr. Folsom indi- 
cated yesterday, we are contemplating obtaining the services of a firm 
for a study of the organization and management of the Bureau of 
Engraving and Printing. 


WORKLOAD OF TAX DIVISION 


Mr. CanFievp. Will the anticipated activity in the field of tax 
legislation add to the administrative load of the Department? 

Mr. Parsons. We are actually carrying on the study program in 
connection with tax analysis and the development of the new tax 
program with an organization no larger, and in some respects smaller, 
than the group that previously did this work. At the same time, we 
are faced with a tremendous workload with the complete revision of 
the Internal Revenue Code. The Secretary has requested that this 
be carried forward with present facilities. I might say this group is 
doing a terrific job and doing it with no regard for hours or days of 
the week. They are going to mect the Secretary’s mandate of getting 
the job done. 

PENALTY MAIL 


Mr. CanFreLp. On page 10 of the justifications, reference is made 
to Public Law 286 of the 83d Congress, requiring Government agencies 
to pay the cost of penalty mailing. 

It is stated that the estimated cost for fiscal year 1955 will be 
$6,000. Is this figure for the Office of the Secretary only? 

Mr. Parsons. That is for the Office of the Secretary, and the 
offices that are supported from this particular appropriation, such as 
the General Counsel’s Office, the Analysis Staff, and so on. Those 
offices are closely associated with the Office of the Secretary. 

Mr. Canrietp. How do you arrive at this mail cost? Is it by an 
actual count? 

Mr. Parsons. This is an estimate based on our past experience in 
mailings, the number of documents, the number of issuances, and 
our correspondence flow. 

Mr. CanrFie.tp. Do you have any idea about how much it costs to 
keep the count in order that an accurate estimate can be arrived at? 

Mr. Parsons. In order to provide payment to the Post Office 
Department—since our mailing problem, comparatively speaking, is a 
small one—we have invested in a postage meter machine which we are 
using for all our mailings, so in effect we are buying our postage direct 
and avoiding the mai of inventorying, recordkeeping, and other 
required activities. We feel at this point we will actually save money 
by this process. 

I might say that some of our bureaus, mainly the smaller ones, are 
using meters. Others, such as our big mailers like Disbursement 
Division and others are not. There they have to count their mailings 
in the millions, and they can do that through controlling their 
stationery. They have to control it anyway. 

Mr. Canrrtetp. Do you have the cost of penalty mailings for the 
entire Department? 

Mr. Parsons. We have an estimate which runs approximately 
$11 million that was referred to in Mr. Folsom’s statement yesterday. 
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Mr. Jounson. We will bave to furnish that for the record. 

(The information requested follows:) 

The total estimated cost of penalty mailings chargeable to the appropriations 
in 1955 is $11.7 million 

Mr. Canrrevp. | believe that you told us in your general statement 
that some of the mailing costs will be absorbed within the funds here 
requested, 

Mr. Parsons. That is true in this particular estimate. We will 
have to meet that cost by absorption. 


OPERATION AND MAINTENANCE OF TREASURY ANNEX BUILDING 


Mr. Canrre.p. What is the cost per square foot for the operation 
and maintenance of the Treasury Annex Buildings? 

Mr. Parsons. Our current estimate is—and I would not attempt 
to give you an exact figure—in the range of 60 to 70 cents, depending 
on which services are included and which are excluded. There are 
certain things that we have to do in our buildings that the Public 
Building Service does not have to do in those they operate, so in 
giving a comparison we have attempted to arrive at a basis which 
would be comparable to the average Government building, and that 
is in the low sixties. Sixty to seventy cents a square foot is the way 
we now figure it. 

EMERGENCY FIRST AID 


Mr. Canrietp. Funds for emergency first aid are requested in this 
appropriation, and when appropriated or transferred to the Public 
Health Service, who audits the use of these funds? 

Mr. Parsons. That would be subject to the audit of the General 
Accounting Office, in their audit of the Public Health Service. This 
money is transferred to them and would be included in the audit of 
their affairs. 

Mr. Canrie.tp. How do you know whether the amount requested is 
adequate? 

Mr. Parsons. We can judge that by the services rendered to our 
employees. I would not for a moment say that our health service is 
adequate. We feel that it is a minimum service and it is strictly 
what you might call an emergency service. It is in no sense a health 
program, but we do try to provide facilities for the protection of our 
employees and to assist them in staying on the job if it is at all possible 
to do so in case of a minor illness, accident, or otherwise. 


_SAVINGS IN BUREAU OF INTERNAL REVENUE 


Mr. Canrrevtp. Is it your understanding, Mr. Parsons, that the 
savings in the Bureau of Internal Revenue indicated by the Secretary 
yesterday, and by your statement here today, are being put back into 
what we might call frontline enforcement? 

Mr. Parsons. That is correct. In realizing.these savings, they 
first had to meet the penalty mail cost. I am sure that Commissioner 
Andrews will give you a full story. They are currently engaged in 
an extensive recruiting program to strengthen the frontline enforce- 
ment operations. These savings have put them in a position where 
they can proceed with an accelerated recruitment of agents. 
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Mr. CanrFie_p. The saving will permit them to employ hundreds 
of additional men for that purpose? 
Mr. Parsons. Over 1,000 immediately. That is their present plan. 


MANAGEMENT IMPROVEMENT PROGRAM 


Mr. Canrietp. Mr. Parsons, I am sure the committee is impressed 
by your statement today regarding your management improvement 
program. You have well documented the story of the Treasury’s 
approach in this respect. I am glad to see that you are going ahead 
with this effort. 

Mr. Parsons. Thank you, sir. We will certainly continue it 
aggressively. 


POSTAGE METER MACHINES 


Mr. Gary. You say that in some instances you are metering your 
mail at the present time? 

Mr. Parsons. Yes. 

Mr. Gary. Who provides the meters? 

Mr. Parsons. We have to purchase them, sir, from the commereial 
concerns that manufacture them. 

Mr. Gary. They are not furnished by the Post Office Department? 

Mr. Parsons. That is right. We have to purchase them. I 
believe they are rented in some cases. 


MANAGEMENT IMPROVEMENT PROGRAM 


Mr. Gary. Mr. Parsons, under the previous Administration the 
Treasury Department had a management improvement committee 
within the Department that was constantly working on reorganization 
and management improvement problems. 

Mr. Parsons. Yes. 

Mr. Gary. Is that committee being continued under this adminis- 
tration? 

Mr. Parsons. We have not formally reconstituted the committee. 
For the most part the same individuals, both in the Office of the 
Secretary and in the bureaus—usually the top career person in the 
bureau immediately under the bureau head—are continuing to fune- 
tion in pretty much that same manner. 

For example, in the Coast Guard Admiral Richmond is still very 
close to this program and works with us continually. He was a 
member of the committee formerly. In the internal revenue service, 
Mr. Harrell Vance works with us on an informal continuing basis. 
If we had a formal committee he would be a member. We have not 
continued the formality of it in terms of a committee, but the same 
people are functioning aggressively in this field and the same channels 
of contact are being maintained. 

Mr. Gary. The committee, when it was operating, supervised the 
improvement program of the whole department, did it not? 

Mr. Parsons. That was its purpose. 

Mr. Gary. Instead of operating on a departmentalized basis? 

Mr. Parsons. That was the purpose. I might say that we still 
use the same people, and this is the group we depend upon for advice 
and assistance. We do not have the formality of the committee and 
do not hold systematic meetings as we did several years ago. 
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SEIGNIORAGE FUND 


Mr. James. Mr. Parsons, I refer to the item in your statement 
under the subtitle of the Mint Bureau. I note that you say: 
Since July 1953, motor carriers have been utilized to transport l-cent and 


5-cent coins from the mints to Federal Reserve banks and branches. A savines 
of about $200,000 annually will be achieved by using this method of transportation. 


Now, my question is related to this last sentence: 


This savings is reflected in the seigniorage fund, and two employees were paid 
cash efficiency awards of $600 each for development of the new plan. 

Would this be paid from the seigniorage fund? 

Mr. Parsons. No. We would have to pay the award out of the 
—— funds. We would have no authority to pay it from that 

und. 

Mr. James. Would you describe briefly the seigniorage fund, how 
. — up, how it is arrived at, and whether or not it is a continuing 

und? 

Mr. Parsons. I will attempt to give you the principle of it as | 
understand it, and you can ask Dr. Howard, when he comes, to give 
you the complete technical description of it. 

This fund results, as I understand it, from the difference between 
the cost of the metals that go into the coins and the value of the coins 
issued. There are certain expenses that are authorized by law that 
can be met by the accumulation of the difference between the cost 
of the metal and the face value of the coins issued. 

Mr. James. If this fund is continued and this difference between 
the cost of the metals and the value of the coins in circulation is put 
upon the books, it is obvious that a terrific amount of money must 
already be credited in that fund. What accounts are payable out of 
that theoretical fund? 

Mr. Parsons. I could prepare for you a story on that, the amounts 
in it, the expenditures that can be charged to it, and the disposition 
of the balance of the fund, if there is any provision. 

Mr. James. I would certainly be happy to have that story prepared. 
I think that it would be interesting not only to this committee but to 
a lot of other people both in and out of Congress. 

Mr. Parsons. We will have that prepared for the record. 

(The following information was supplied: ) 


SEIGNIORAGE ACCOUNTS 


There are two seigniorage accounts related to coinage, i. e., the silver profit fund 
which pertains to coinage of subsidiary silver coins, the 50-cent piece, the 25-cent 
piece and the 10-cent piece; and the minor coinage profit fund which pertains to 
coinage of minor coins, the 5-cent coin and the 1-cent coin. 

The law provides in the case of both funds that the gain arising from the coinage 
of such metals into coin of a nominal value, exceeding the cost thereof, shall be 
credited to the special fund denominated the silver profit fund or the minor coinage 
profit fund. The law provides further that these funds shall be charged with 
(a) the wastage incurred in coinage, (b) recoinage losses on coins, and (c) with the 
cost of distributing such coins. . 

The balance remaining to the credit of the fund is required to be covered into 
the Treasury of the United States, from time to time, and at least twice each year. 

The following table shows the operation of these funds during the past 3 fiscal 
years; the total seigniorage resulting from silver and minor coinage, expenses 
authorized by law which were paid from seigniorage, the amounts deposited into 
poe apm as miscellaneous receipts, and the balance in the funds at the end of 
each year: 


‘ 


Deposited into 

Treasury as Balance, end 
miscellaneous of year 

receipts 


Expenses paid 
from seign- 


Seigniorage 
iorage 


on coinage 


$34, 743, 696 $861, 947 $32, 619, 366 1, 059, 706 

52, 970, 857 826, 370 52, 852, 905 1, 251, 288 

45, 875, 443 1, 113, 249 45, 332, 550 680, 023 


POSTAGE METER MACHINES 


Mr. PassMAn. You mentioned the use of meters on your postage. 

Mr. Parsons. Yes. 

Mr. PassmMan. Does the Department purchase those meters or 
lease them? 

Mr. Parsons. I will have to check on that for you. I believe thay 
can be acquired in either fashion. I do not know what our specific 
arrangements have been. 

Mr. PassmMan. You are using them at this time? 

Mr. Parsons. We are using them. Whether they are being leased 
or purchased, | do not know, and I will have to provide that for the 
record. 

(The following information was supplied for the record :) 


Postace Merer 


The postage meter machine used by the Office of the Secretary was purchased 
from a commercial concern for $697. The meter in the machine is rented at a 
cost of $12 a month. 

Mr. Stremrinskr. Mr. Parsons, I wonder if you would mind one or 
two questions which I would have asked the Secretary yesterday 
had I been less considerate of his time. I was called on for questions 
about 12:20 and figured | would be through by 12:30. Lunch seemed 
the big issue then. 

May I ask a few questions? If you do not care to answer them, the 
department can fill them in for me later. 

Mr. Parsons. I will be glad to answer them if I can. 

Mr. Steminski. The Armed Forces today, the Defense Department, 
takes the great slice of our tax dollar. 

As one who was assigned by the Army, in June 1949, to lecture on 
the need for it to carry out supply economy, to dramatize the need 
for the military to give us the greatest defense that we could get 
for the tax dollar, | wonder if on all fronts today we could help give 
people more for their tax dollar by something the Treasury Depart- 
ment might come into the picture on; to your knowledge, do you know 
if there is a film in existence anywhere in this country on the story of 
money? We know production. We know distribution. We know 
manufacturing. We know almost everything there is to know from 
Boy Scouts, cops and robbers, cowboys and Indians and the purple 
sage, right on up to the greatest industrial plant the world has ever 
seen, America, but can you tell me where there is a film that the 
people in my district can see, the schoolchildren, the college students, 
the Rotarians, and others, on the story of money? 

Mr. Parsons. I do not believe there is such a comprehensive film; 


’ 


certainly none that we have in the Treasury Department. We have 
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various materials in the Secret Service on the problem of money, 
which I am sure you are familiar with, such as the “Know Your 
Money” materials, and we also have in the Savings Bond Division 
some films that have been prepared and donated to the Division to 
aid in the stimulation of the sale of savings bonds. None of those, 
however, point specifically to the broad subject that you are getting 
at; at least, I do not believe they do. I would be very happy, if you 
would care, to have assembled two or three of these to see if they 
would be of any help to you, though I am sure they would not meet 
what you have in mind. 

Mr. Steminski. We know that one thing Communists hold back 
from people is a knowledge of money, what makes it flow, what holds 
it in check, its distribution and how it has affected people in their 
historical development. They hold back the facts and blame finan- 
ciers. We know as kids in school that man and civilizations sprang 
from the Nile, fanned out along rivers and valleys wherever there was 
irrigation. We know down in Mexico for instance that the Mayan 
civilization flourished from 500 to 1500. There we see pyramids and 
chapels and temples and works of man. We find coins, but surely 
there must be a thread somewhere from the start of man, right on 
through, that could piece together a story on money that could be 
told dramatically. We hear it is a medium of exchange. We know 
government officials handle it, spend it, collect it and how governments 
are run on it and homes and families build dreams by it, but I wonder 
if we could find out a little more on who sits on the supreme court of 
finance, who pulls the strings, to what tunes? Must man sweat for it? 
Fight and die for it? Must the flow of money be geared only to the 
pressing energies of man? And not to the arid, barren regions of the 
on create more energy and wealth with less wear and tear on the 

ody? 

I think we have reached a place where we can no longer, as I said 
yesterday, afford to make capitalists, and financiers whipping boys 
in depressions and wars. One way, I think, that the whip can be 
held back, is to give our people here and now and all over the world, 
a greater appreciation of the part money plays so that it will not, 
like financiers of the past, be thought of as something wicked or 
heretical. It takes money to live. Let’s get the show on the road. 
Why not? 

I thought in my lectures in the Army that if I had been able to show 
soldiers something about money and not just something about price 
tags on clothes handed them, show them something on money as 
big in scope and coverage as we did on strategy in World War II 
with a film series called Why We Fight, we could not only get 
their fullest cooperation while in uniform, but also later in private 
life hold them steadfast to the things that help keep America hum- 
ming; foreign and domestic enemies notwithstanding. The Story of 
regia by Norman Angell (1929), might serve as an approach on 
the topic. 

My next question: It seems that yesterday, in talking about the 
great slash in Coast Guard funds, the $30 million slash, that we 
might have run into an inconsistency in policy. I liked what the 
Secretary said when he said there is a tendency, if you do not have to 
pay for a thing, to be careless about ordering it, and that might have 

en the reason why they pulled in these various items of Coast 
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Guard operation. But does not that run counter to the theory of 
unification that we have built up in the Department of Defense? 
Should the Army, the Navy, and the Air Force and the Marines order 
their own items? Great duplications were reportedly taking place in 
purchasing. The philosophy of unification, economically, was that 
with one purchase slip, uniformity of specification in buying would 
take place. Yet here in the Secretary’s statement, we seem to think 
that maybe that is not as beneficial as we had hoped it would be under 
unification. Do you see an inconsistency there? 

Mr. Parsons. I do not believe there is an inconsistency in that. 
There is no reason under the Coast Guard program where every ad- 
vantage cannot be taken of the unification process in these services. 

For example, if the Navy is to be the procurer of a particular com- 
modity for all the services, certainly the Coast Guard would fall into 
that program just the same as the Air Force and the rest. This re- 
quires, as I view it, a decision at top level as to who is going to pay 
for it. It does not affect the rendering of the service, because as in 
this case, the ocean-station program, for example, will be carried on 
by the Coast Guard. 

Mr. Streminski. As I understood it, I thought the $30 million slash 
meant they were out of the function. 

Mr. Parsons. No. They will be in the function to the extent that 
the Department of Defense feel that they need it and will pay for it. 

Mr. Steminskt. Then the Secretary is not out to eliminate oper- 
ations that preserve commerce, is he? 

Mr. Parsons. No. 

Mr. Steminskt. He is just out for a more astute accounting formula? 

Mr. Parsons. That is right. Those who need the service and who 
feel that they must have it should be the ones to secure the money 
for it, and that is the principle on which he has based it. 

Mr. Steminski. Say what you will, and as unfair as it may be for 
the motorists to keep paying for going through the Holland Tunnel, the 
Lincoln Tunnel, and to go over the George Washington Bridge to 
help develop the New York Port Authority, they have done two 
things by that system—first, operated in the black; second, made 
handsome profit while developing the New York Port Authority area; 

I say that I do not approve of the methods in the system. It 
makes the motorist pay too much while financiers and investment 
banking people are in the gravy. That is I suppose part of the free- 
enterprise system we operate under. But now, if you accept that, 
and if the Post Office comes to that system in pricing, what would be 
wrong with vou collecting $1, 50 cents going and 50 cents coming, 
from every person that leaves our country and comes into it? 
Wouldn’t that help the Treasury and its Customs Department carry 
out this simple idea that you strive for—pay as you use, pay as you 
come and go? 

Mr. Parsons. Certainly, the policy has been announced by the 
President and carried out by the Budget Director in seeing that 
whenever a special service is provided for a particular citizen, or a 

oup of citizens, apart from the general public, that they should pay 
or that service. That is the principle which we have been following 
as & government. 
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Now, I think the question as to getting into the area of a head 
tax on every person entering or leaving the country, is something that 
rests right with you gentlemen here in Congress. 

Mr. Steminski. My theory there was this: The Customs Service 
and the Coast Guat: came into being to stimulate the commerce of 
the United States and to protect the people who are engaged in manu- 
facturing, producing, and creating the wealth of this country; to keep 
us from being watered down by competitors from abroad, and to 
keep honesty at a level most practical. All of a sudden communica- 
tion lines of the world open up and people want to add to their culture: 
they go see and buy things abroad. That means a special service 
has to be promoted; which means putting customs people on wharves, 
customs people at airports, and operating an examination and audit 
system; surely our people realize that customs people primarily stimu- 
late the flow of profit for the citizens of Uncle Sam. This checking 
system is expensive and necessary to the taxpayers of America. 

However, many people, a great majority of them, never leave our 
country. There are some who continue to go in and out of our borders, 
and it is profitable for them to do so, and I wonder, if such a proposition 
were presented, in the proper manner, whether this 50 cents going and 
50 cents coming would not be accepted by the American people, a 
sporting people, when given the facts, just as the toll is accepted by 
the motorists who build the Port of New York Authority, as something 
inherent in the facts of American life. 

You have answered by saying that it is a matter for Congress, but 
I thought at this point, I would like to get that in the record. I intend 


to bring it up on the floor of the House in an attempt to cut down the 
deficit. 


REDUCTION IN NUMBER OF INTERNAL REVENUE REGIONS 


Mr. Gary. Mr. Parsons, I notice in your statement you call atten- 
tion to the fact that the reduction in the number of internal revenue 
regions from 17 to 9, effective July 1, 1953, will cut the costs in the 
field service by about $2 million. This means that the Bureau of 
Internal Revenue is reducing the number of its regional offices, whereas 
the Post Office Department is just beginning to regionalize its Depart- 
ment and is establishing a lot of new regions. 

Now, if you have saved $2 million by decreasing the number of 
regions in the Bureau of Internal Revenue, how can the Post Office 
Department establish a number of new regional and district offices 
without increasing costs? 

Mr. Parsons. The question of regional offices, I believe, should be 
directly related to the function the offices are going to carry out. In 
the case of the internal revenue service the reorganization originally 
contemplated that there would be a number of processing functions 
that those original 17 regional offices would carry out. It ultimately 
turned out that for legal and other reasons that did not prove to be 
the fact, and, therefore, since there remained then only the function 
of supervision and coordination of the service, it was determined that 
17 regions were more than were needed to properly manage the serv- 
ice. Therefore, you could reduce the overhead by cutting the number 
to the present 9. 

In the case of the Post Office Department, and I am speaking about 
something that I know nothing about in terms of detail, it would 
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depend upon what the particular offices are going to do. If they are 
going to maintain accounting records and process a mass of documents 
in terms of paper work, that would be the determining factor as to 
how many there would be. Theoretically, you could do all of that 
right here in Washington, but the burden would be so great that it 
would be wise to spread that burden to a number of points. 

It is that type of approach which would determine whether you 
need 1 or 30. 

Mr. Gary. From the testimony presented here it looks like the 
Post Office Department is probably going to spend more money. 

Mr. Canrretp. I think it is true, Mr. Gary, that more money 
will be spent at the outset at least, but in the Post Office operation, 
in the decentralization program, they have in mind the timing of 
the decisions so as to expedite service to the public. Currently 
it takes days and sometimes weeks for people in the field to get the 
decisions that have to do with expediting service. Now, the Post 
Office Department, as 1 understand it, is moving in closer to the 
operation itself, and in the current operation they have discovered 
they have been able to expedite service by being close to the operation 
and being able to make instant decisions. I believe that is the main 
purport of the program. 

I think out in Cincinnati currently it is working out pretty well. 
Mr. Gary. Well, of course, we cannot say it is working out prett 
well, because they have only started one pilot operation and they testi- 
fied when they were before us that they did not know what that experi- 
ment was going to show. While I am not opposed to the Post Office 
decentralization plan, I think it is a plan that should be studied very 
carefully, because I do think that there is a possibility of tremendously 
increasing expenditures, and when we already have a very large postal 
deficit it seems to me we ought to be trying to reduce expenditures 
rather than increase them. I will watch the results with a great deal 
of interest, but it does seem to me that the experience in the Internal 
Revenue bears out the fact that it is going to be a rather expensive 

operation. 

Mr. Canrtevp. Off the record. 

(Discussion off the record.) 

Mr. Gary. I am simply calling attention here to the fact that the 
Internal Revenue started out with its decentralization program and 
established 17 regional offices. Now they say that they can save 
$2 million by reducing the number to 9. It may be that they could 
save a little bit more by striking out some those 9, I do not know, 
but in view of this testimony T think the Post Office Department 
should go very slow in establishing its regions and that it should 
profit by the experience of the Bureau of Internal Revenue. 

Mr. Canrrevp. Off the record. 

(Discussion off the record.) 

Mr. Gary. I remember very well at the time they were establishing 
these regional offices the Internal Revenue said there was some ques- 
tion as to how many offices they would need, and that they were start- 
ing out with a certain number and that the number could be increased 
or decreased to meet the demands. I think the movement to decrease 
the number of offices to 9, since it saves $2 million a year, is certainly 
a step in the right direction and is to be commended. My only 
thought is that this should be called to the attention of the Post 
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Office Department so they will not set up too many regions when they 
decentralize the Post Office Department. 

Mr. Canrrexp. I will say for the record too, Mr. Gary, you would 
not want to go back to the old system whereby there was this terrific 
centralization of Bureau of Internal Revenue activities in Washington 
and decisions were deadlocked down here and collections of revenue 
were impaired. 

Mr. Gary. I would not want to go back to the old system unless 
the new system proves inefficient an I am willing to leave that to the 
determination of the Commissioner of Internal Revenue, but I hate 
to see the costs of operating the post office further increased by settin 
up a lot of new regional and district offices unless it is necessary. 1 
think that program ought to be developed very carefully and with 
thorough study. As a matter of fact, Mr. Chairman, I want to say 
that in my judgment the Treasury Department has been for some 
years one of the most efficiently operated departments of the entire 
Government. I think under the previous abaiaiotendion this com- 
mittee had the absolute cooperation of the Secretary of the Treasury. 
He established a Management Improvement Committee, and he made 
a great many improvements in the Department. The entire reor- 
ganization of the Internal Revenue Department took place during 
that administration and naturally, in a reorganization of that magni- 
tude, you will find subsequent changes necessary to perfect the 
system. 

1 am happy to see that the reports submitted here show that the 
program of management improvement is continuing under this 
administration. I am sorry they do not still have that Management 
Improvement Committee, because I think that was a good com- 
mittee for the Department, but the report does show that they are 
still making progress, and I am delighted to see that the efficiency of 
this Department is being kept at a very high plane. 

Mr. Canrigvp. I think, Mr. Gary, what you say in the main is 


quite true, and I know I do not have to tell you and other members 
of the committee that I was always glad to bear witness in this com- 
mittee and on the floor of the House as to the cooperation extended 
by the former Secretary of the Treasury and the Department. How- 
ever, I believe there were instances where the former Secretary was 
not cap the cooperation along the line that he should have had, 


notably in the Bureau of Internal Revenue. 

Mr. Gary. Yes, and that is the reason we had the reorganization 
of the Bureau of Internal Revenue. I think the reorganization was 
badly needed and I supported it vigorously at the time. 

Mr. CanFieLp. Thank you very much. 


9. 
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Wepnespay, JANUARY 13, 1954. 


BUREAU OF ACCOUNTS 


WITNESSES 


. MAXWELL, COMMISSIONER OF ACCOUNTS 
CAKE, ASSOCIATE COMMISSIONER 
. BANNING, CHIEF DISBURSING OFFICER 
BARKER, ASSISTANT COMMISSIONER FOR ADMINISTRATION 
. SMITH, BUDGET OFFICER 


SALARIES AND EXPENSES 


Amounts available for obligation 


| 1953 actual | 1964 estimate 1955 estimate 


Appropriation or estimate $2, 000, 000 $1, 800, 000 $2, 700, 000 
Li = wea pursuant to Reorganization Plan No. 26 of 1950 


Salaries and expenses, Division of Disbursement”’_- 435, 000 
“Administering the public debt, Bureau of the Public 
Debt” 17, 000 
“Salaries ‘and expenses, Office of the Secretary of the Treas- 


Adjusted appropriation or estimate_................. 2, 452. 000 
Unobligated balance, estimated —37, 


Obligations incurred 2, 414, 646° 
Comparative transfer from— 
“Salaries and expenses, Division of Disbursement’’_- ‘ 485, 616 
“Administering the public debt, Bureau of the Public 
Debt’ 33, 034 
“Salaries and ‘expenses, Office of the “Secretary ‘of the 


Total obligations... 2, 951, 396 | 2, 729, 100° 


Obligations by activities 


Description | 1953 actual 1954 estimate 1955 estimate 


1. Processing deposits of withheld tax payments $777, 711 $765, 993 $801, 393 
2. Financial reporting and maintenance of the Government’s 
central accounts 1, 574, 798 1, 461, 187 1, 305, 887 

. Development and installation of accounting and reporting 
186, 752 151, 379 151, 379 


194, 416 158, 890 159, 390 
. Supervision of the Federal depositary sys 111, 524 97, 255 97, 555 
. Executive direction 106, 195 4, 396 4, 396 


Total obligations 2,951,306 | 2,729, 100 2. 700, 000 
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Obligations by objects 


Object classification 1953 actual 1955 estimate 


Total number of permanent positions 447 384 
Average number of all employees 377 


Average salaries and grades: 
General schedule grades: 
Average grade 


Personal services: 
Permanent positions $1, 682, 208 
Regular pa 6, 194 6, 533 6, 433 
Payment a 


Trave 
Transportation of things 


Rents and utility services__ 
Printing and reproduction 
Other contractual services 


Supplies and materials. 
Equipment_. 

Refunds, awards, and indemnities 
Taxes and assessments. 


Total obligations. 


Analysis of expenditures 


1953 actual 


$252, 715 
1, 438 
2, 414, 646 


2, 668, 799 
Deduct unliquidated obligations, end of year 344, 875 


Total expenditures 2, 323, 924 2, 791, 975 


Expenditures are distributed as follows: 
Out of current authorizations 2, 078, 307 2, 447, 100 
Out of prior authorizations 245, 617 344, 875 


Mr. CanrieLp. We now reach the appropriation title “Salaries and 
Expenses, Bureau of Accounts.”’ The appropriations for fiscal year 
1954 totaled $1,800,000, and the request for fiscal year 1955 is for 


$2,700,000. 

The witness is Mr. R. W. Maxwell, Commissioner of Accounts. 
Mr. Maxwell, do you have a general statement to make at this time? 
Mr. Maxwe... Yes, Mr. Chairman. 

Mr. Canrre.p. Will you proceed, please. 


GENERAL STATEMENT 


Mr. Maxwe ut. The activities of the Bureau of Accounts are 
substantially the same as heretofore. For budget presentation, these 
activities are grouped into eight categories as follows: 

1. Processing payments and collections. 
2. Issuance of savings bonds. 
3. Processing deposits of withheld tax payments. 


GS-5.5 GS-5.7 GS-5.7 
| . 
1, 893, 761 1, 720, 950 1, 692, 950 q 
18, 609 34, 000 37, 000 
83, 732 78, 000 75, 000 
23, 475 13, 500 13, 500 
Reimbursements to Federal Reserve banks...-...-_.- 687, 395 756, 000 751, 500 : 
nonceoddibderdh<at>ot 11, 068 11, 500 11, 500 : 
7,072 5, 000 5, 000 
onnceshepitietaanshehwan 2, 215 2, 500 2, 500 
2, 951, 396 2,729, 100 2, 700, 000 
| 
EES 1954 estimate | 1955 estimate 
Unliquidated $344, 875 $282, 000 
Obligations incurred during the year......................---- 2, 729, 100 2, 700, 000 
3, 073, 975 2, 982, 000 j 
282, 000 287, 000 : 
2, 695, 000 
2, 413, 000 
282, 000 


| 313) 388383223: 
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. Financial reporting and maintenance of Government’s central 
accounts. 
. Development and installation of accounting and reporting 
systems. 
investments, loans, claims, collections and surety 
onds. 
7. Supervision of the Federal depositary system. 
8. Executive direction. 

The administrative expenses for the first two activities, for which we 
are requesting $14,600,000 in the fiscal year 1955, are provided in a 
separate appropriation ‘Salaries and expenses, Division of Disburse- 
ment” which will be justified by the Chief Disbursing Officer. The 
remaining activities are provided for in the appropriation, ‘Salaries 
and expenses, Bureau of Accounts, Treasury,’’ for which we are 
requesting $2,700,000 in the fiscal year 1955. 

Although the titles are somewhat self-explanatory, I should like to 
give a brief explanation of these activities and describe recent changes. 

The Processing Deposits of Withheld Tax Payments relates to 
the procedure whereby employers withholding income and social- 
security taxes in excess of $100 each month must deposit such with- 
holdings with the Treasury through a depositary bank, thereby making 
the funds available to the Treasury at an earlier date than under the 
former procedure. Effective July 1, 1953, this procedure was extended 
to include excise-tax payments of $100 or more a month, thereby per- 
mitting the filing of a quarterly tax return in place of a monthly return 
thus resulting in an annual saving of about $1,350,000 to the Internal 
Revenue Service. Funds for this activity are principally for the 
reimbursement of the Federal Reserve banks, which act as agents for 
the Treasury, for handling these deposits and checking the depositary 
receipts received by Directors of Internal Revenue when the quarterly 
tax return is filed. It is necessary to make this check to assure that 
they agree with the amounts deposited in the Federal Reserve banks. 
This operation cost $777,000 in the fiscal year 1953, and it is estimated 
that, after giving consideration to the increased volume because of the 
extension of the tax procedure to excise taxes and to the adjustment 
for printing of receipts in 1953 for use in 1954, the amount required 
for 1955 will be $800,000 in rounded figures. Approximately 45 per- 
cent of this amount is reimbursable from the Federal old-age and 
survivors insurance trust fund, which is deposited in the Treasury as 
a miscellaneous receipt. 

The next activity, ‘Financial reporting and maintenance of Govern- 
ment’s central accounts,” has undergone a material revision during 
the past year both from the viewpoint of organization and procedure. 
These revisions stemmed from the Budget and Accounting Procedures 
Act of 1950 and resulted in a realinement of the accounting functions 
in the Bureau of Accounts. A Division of Central Accounts was 
established to perform the accounting functions previously performed 
by the former Division of Bookkeeping and Warrants and the Division 
of Disbursement. 


To develop new reports and revise the present reports as might be 
required to carry out the reporting provisions of the Budget and 
Accounting Procedures Act, a Division of Central Reports was also 
established. In addition this Division is responsible for the activities 
previously performed by the former Division of Financial Reports of 
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‘the Bureau: of Accounts and a part of the reporting activities of the 
former technical staff of the Office of the Secretary. One of the more 
‘important ‘ehanges in financial reports was that made in the daily 
Treasury statement effective July 1, 1953. Further changes are under 
consideration. 

Also transferred to this activity from the Office of the Secretary 

was the responsibility for compiling and publishing the Secretary’s 
Annual Report and the Treasury Bulletin. Appropriate transfers of 
funds to the Bureau of Accounts have been made for the fiscal year 
1954, namely, $860,000 from “Salaries and expenses, Division of 
Disbursement”’; $51,000 from ‘Administering the public debt, Bureau 
of the Public Debt”; and $18,100 from “Salaries and expenses, Office 
of the Secretary of the Treasury.”’ These amounts are reflected in the 
base’ for the fiscal year 1955. Economies amounting to over $100,000 
per annum have been effected as a result of these changes in organi- 
‘mation and procedures. 

The Development and Installation of Accounting and Reporting 
‘Systems relates to the functions performed by the Accounting Systems 
‘Staff and includes participation with the General Accounting Office and 
the Bureau of the Budget in the joint accounting program to improve 

the Government’s overall accounting and the technical work covering 
accounting procedures to implement legislation applicable to the 
‘Treasury. It also develops accounting and financial reporting sys- 
tems within the Treasury Department. In addition, by Treasury 
Order 164, the internal audit functions contemplated under the 
Budget and Accounting Procedures Act of 1950 were assigned to this 
staff. Like other activities in the Bureau of Accounts, the number 
of employees on this staff has been reduced in the fiscal year 1954. 
At the beginning of the fiscal year 1953 there were 20 accounting and 
‘technical employees on this staff, whereas at the present time we have 
16. It is hoped that we will be able to maintain this staff at least at 
the present level, since the studies made by this staff lead to improved 
reporting and accounting procedures, many of which result in im- 
portant economies. Further reduction of this staff would of course 
retard such studies. 

The next activity, “Supervision of the Federal depositary system,” 
is performed by the Deposits Branch and consists of handling the detail 
work in connection with the designation and supervision of banks to 
-act as agents for the United States in performing certain fiscal func- 

tions such as furnishing bank drafts to Government officers, furnishing 
cash to Government officers, maintaining accounts for disbursing 
officers, and so forth. It also handles the detail work in connection 
-with the designation of facilities at military posts. This work includes 
‘the preparation of correspondence with Government agencies and 
‘financial institutions relative to the designations or changes in designa- 
tion of depositaries, the transmittal of collateral to secure deposits of 
the Treasurer of the United States with such depositaries and the 
reviewing of periodic bank reports reflecting the volume of trans- 
actions handled. For some time past, we have had difficulty in making 
‘a complete review of these reports because of lack of available 
‘personnel. 

«The “Processing investments, loans, claims, collections, and surety 
bonds” covers a variety of miscellaneous transactions of a fiscal nature, 
‘such as handling investments for trust funds, payment of international 
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claims, and billing under lend-lease and surplus-property agreements. 
Also, on November 1, 1953, there was added to these functions the 
liquidation of the Economie Stabilization Agency for which no addi- 
tional funds are requested in this estimate for 1955 since a determina- 
tion has not yet been made as to whether funds will be needed. 

The last function, namely, “Executive direction,”’ covers the Office 
of the Commissioner and the Associate Commissioner, the Office of 
the Executive Assistant to the Commissioner and the Office of the Gov- 
ernment Actuary. This latter Office was transferred from the Secre- 
tary’s Office on March 1, 1953. 


COMPARISON OF 1954 AND 1955 BUDGETS 


In 1955 we are requesting $2,700,000, which is $29,100 less than 
our appropriation and transfers for 1954. However, this mathemati- 
cal difference in totals does not reflect the actual reduction which the 
Bureau is absorbing in this appropriation. You will recall that we 
appeared before your subcommittee last April, and in order to avoid 
the necessity for a supplemental appropriation for 1954 to cover the 
costs in the fiscal year 1954 for the extension of the withholding-tax 
procedure to excise taxes, we suggested that we use $40,000 of 1953 
funds to purchase forms, receipts, and envelopes for the fiscal year 
1954. The cost of these items is not in the appropriation for 1954 
but will be required in 1955. Therefore, the total amount which the 
Bureau is absorbing is over $74,000. I have a statement here show- 
ing this more clearly, which I would like to insert in the record if you 
have no objection. 

Mr. CanFieLp. Without objection it is so ordered. 

(There follows a statement reflecting a comparison of appropriation 
requirements for the fiscal year 1954 with estimates for the fiscal year 
1955:) 

Fiscal year 1954: 
Appropriation $1, 800, 000 
Transfers of funds to cover transferred activities: 
Salaries and expenses, Division of Disburse- 


Salaries and expenses, Office of the Secretary - 
Administering the Public Debt 
929, 100 


Total appropriations available 2, 729, 100 
Printing of depositary receipts in 1953 for use in 1954 42, 088 


Appropriations and inventories available in 1954 2, 771, 188 
Fiscal year 1955: 
Increases: 
Increased cost of postage (Public Law 286, 83d Cong.) for 1% 


Amount required to be absorbed: 
Probable reductions in 1955 over 1954: 

Decrease in equipment rental $3, 000 

Decrease in inventory of depositary 

Decrease in processing withheld tax 
payments 
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Fiscal year 1955—Continued 
Increases—Continued 
Amount required to be absorbed—Continued 
Other reductions, the source of 
which is not known but are 
allocated as follows: 

(a) Reduction in printing 


$74, 188 
Appropriation requested for 1955_........------------- 2, 700, 000 


Amount expended for these activities in the fiscal year 
1952 (the last full fiscal year prior to the transfer of 

Mr. Maxwe .t. I would like to point out that a comparison of the 
appropriation for 1954 with 1955 reflects this $74,000. It will be 
noted that the appropriation available for 1954 was $2,729,100, and 
the cost of printing depository receipts in 1953, for use in 1954, which 
was a carryover from the preceding year, was $42,088, making a total 
of appropriations and inventories available in 1954 of $2,771,188. 

On the premise that our volume of work is not going to change, and 
adding the one increase for increased cost of postage under Public Law 
286 of the 83d Congress, in the amount of $3,000, it will mean our 
gross requirements for fiscal year 1955 will be $2,774,188. However, 
we are only asking for $2,700,000, which means we are absorbing 
roughly $74,188. 

At the moment, there are three items which we feel pretty certain 
we will be able to make a savings amounting to $9,600, but the balance 
of $64,000, we are not certain where that will be saved, but we have 
allocated this amount as a reduction in printing costs, which is one of 
our biggest items and we feel would be where we would have our 
greatest reduction. There are other items such as cost of maintaining 
accounts and preparation of reports under Public Law 207 and 
Executive Order 10488 which assigned certain new duties to the 
Treasury just a couple months ago, and which will involve an increase 
in work which we have not included in our estimates. 

It will also be noted from this table that the estimate for 1955 is 
$287,805 below the actual requirements for 1952, the last full fiscal 
year prior to the transfers and changes in organization. The largest 
pert of this reduction had to be oneliad to personal services since the 

ureau has certain nonpersonal expenditures which cannot be reduced, 
such as payments made to cover expenses of handling withheld taxes, 
including reimbursement to the Federal Reserve banks and printing 
of the required forms. About 1 year ago, we had on the roll payable 
from this appropriation 441 employees, and if there be added to this 
number, the 7 employees transferred in March 1953 to cover the new 
work transferred by Treasury Order 170-1, it makes a total of 448; 
at present we have 386 employees working on the same activities, a 
reduction of about 14 percent. It was anticipated that a reduction 
of 24 employees could be made as a result of the consolidation of the 
accounting functions; however, because of further reduced appro- 
priated funds for 1954, it has been necessary to reduce personnel by 
an additional 38 employees. This has contributed to certain adminis- 
trative problems which we have not yet worked out, such as the exist- 
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ing condition in the Deposits Branch previously mentioned, backlogs 
which have developed in the correspondence and claims arising from 
the liquidation of the Philippine War Damage Commission, and the 
compensatory leave condition in the Division of Central Accounts due 
to the overtime necessary in maintaining the central accounts and fur- 
nishing information on receipts and appropriation expenditures. We 
hope that progress can be made to eliminate these conditions by the 
end of the current fiscal year so that we will then be in a position to 
work out the methods or means by which we can be able to absorb 
the additional reduction in this appropriation for the fiscal year 1955, 
as shown in the table inserted in the record. 

Mr. Canrietp. Mr. Maxwell, thank you. 

The committee is now going to adjourn until 1 o’clock next Monday 
afternoon, when we will be glad to hear you further. 

Mr. Maxwe tt. Thank you, sir. 


Monpay, January 18, 1954. 


ADJUSTMENTS AS A RESULT OF REORGANIZATION 


Mr. CANFIELD. The committee will now come to order for further 
review of the appropriation title, ‘Salaries and expenses, Bureau of 
Accounts.” 

It is noted that the appropriation for this title for the current fiscal 
year is $1,800,000 and that through reductions and additions made 


pursuant to law the appropriation base for fiscal year 1955 was in- 


creased to $2,700,000, and the request for the fiscal year 1955 is for 
$2,700,000. 

Mr. Maxwell, will you now discuss some of the major changes in 
the appropriation base and indicate the results therefrom. 

Mr. Maxwe.t. Yes, sir; Mr. Chairman. The major change of 
base was due to the transfer of the accounting functions of the Divi- 
sion of Disbursement to the account for salaries and expenses, Bureau 
of Accounts. 

Under Treasury Department Order No. 164 there was established 
in the Bureau of Accounts a Division of Central Accounts, into which 
were consolidated the former functions of the old Division of Book- 
keeping and Warrants and the accounting functions performed by 
the Division of Disbursement. That consolidation has been sub- 
stantialy completed—I would say 90 percent completed—and as a 
result we have saved approximately $100,000. 

This order No. 164 also established a Division of Central Reports. 
That Division has the functions of the old Division of Financial 
Reports of the Bureau of Accounts plus the functions relating to the 
[hs rear of reports as provided in the Budget and Accounting 

rocedures Act of 1950. 

That order also established in the Bureau of Accounts a Division 
of Deposits and Investments, into which were consolidated the 
functions of the former Division of Deposits, the Section of Surety 
Bonds, and the Division of Investments. 

There is in the justifications a copy of Treasury Department 
Order No. 164 which is available for reference. 

That covers the principal reorganization. There was transferred 
to the Bureau of Accounts for the current fiscal year for the per- 
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formance of these functions previously performed by the Division of 
Disbursement approximately $860,000, and for fiscal year 1955 the 
same amount was transferred, with a comparative reduction in the 
Division of Disbursement estimate. 

Under Department Order 170-1 there was transferred from the 
Office of the Secretary to the Bureau of Accounts the function of pre- 
paring and publishing the Secretary’s annual report, and to take care 
of this function there was transferred to the Bureau of Accounts 
$18,100, and the same amount was deducted from the estimate for 
the Office of the Secretary for fiscal year 1955. 

Under the same order, there was also transferred to the Bureau of 
Accounts the publication of the Treasury Bulletin and the functions 
of the Government Actuary. The funds for these activities in the 
amount of $51,000 were transferred from the appropriation for ‘“Ad- 
ministering the public debt, Bureau of the Public Debt,’ and the same 
omens was deducted from the Bureau of the Public Debt’s estimate 
or 1955. 

I think those are the principal ones, Mr. Chairman. We do have 
additional duties under current legislation which have added to our 
work, but they do not involve any transfer of funds from other 
organizations. 

JUSTIFICATION DATA 


Mr. Canrretp. Without objection pages 16 through 20 of the 
justifications will be inserted in the record at this point. 
(The material referred to is as follows:) 
Analysis of appropriation base for fiscal year 1955 
Regular appropriation, 1954 act $1, 800, 000 


Transferred, pursuant to Reorganization Plan No. 26 of 1950 from: 
‘Salaries and expenses, Division of Disbursement,’ Treasury 
Order No. 164, dated Dec. 12, 1952 
“Administering the public debt, Bureau of the Public Debt,” 
Treasury Order No. 170—1, dated Feb. 27, 1953__-_-_-_---- 
“Salaries and expenses, Office of the Secretary of the Treasury,” 
Treasury Order No. 170-1, dated Feb. 27, 1953 


Total, adjusted appropriation, 1954 2, 729, 100 
Reductions: 
Activity No. 1, processing deposits of withheld tax pay- 


Activity No. 2, financial reporting and maintenance of 
the Government’s central accounts 


Additions: 
Activity No. 1, processing deposits of withheld tax pay- 
ments 
Acti 


Activity No. 4, processing investments, loans, claims, 
collections, and surety bonds ; 
Activity No. 5, supervision of the Federal Depositary 


Adjustment in base (net) 


Appropriation base for 1955 

nerease over appropriation base for 1955 
Appropriation estimate for 1955 
Increase or decrease from total appropriation, 1954 


= 
860, 000 
51, 000 
18, 100 
500 
the Government’s central accounts_........-....... 2,200 
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Comparison of appropriation base with appropriation estimate for 1955 


r mate for 


Aver- 


1, Processing deposits of withheld tax 
payments . $801, 393 
2. Financial reporting and maintenance 
of the Government's central accounts. 1, 395, 887 
3. Development and installation of ac- 
counting and reporting systems. - 151, 379 

4. Processing investments, loans, claims, 
collections, and surety bonds... 159, 390 

5. Supervision of the Federa] depositary 
97, 555 
6. 


94, 396 


2, 700, 000 
+29, 100 


Total, adjusted appropriation, 1954, 
appropriation estimate for 
1 


2, 729, 100 


GENERAL STATEMENT 


It is anticipated that the major functions of the Bureau of Accounts will not 
change materially during the fiscal years 1954 and 1955. These functions include 
numerous and varied fiscal operations relating to (1) control of appropriations 
made by Congress to the various departments and establishments through the 
issuance of warrants; (2) maintenance of the central accounts of the Government 
relating to receipts, expenditures and appropriations; (3) preparation of monthly 
and annual reports to the Congress Wie deur receipts, appropriations, and 


expenditures of the Government, and the Secretary’s annual report; (4) per- 
formance of disbursing functions for the civil establishments of the executive 
branch of the Government except postal service and United States marshals; 
(5) handling accounts and payment of claims in connection with uncurrent and 
stale checks; (6) handling claims and issuance of substitute checks for entire 
Government service; (7) issuance of United States savings bonds to Federal em- 
ployees under the payroll savings plan; (8) handling the details relating to the 
designation and the supervision of the Federal depositary system including the 
deposit of withheld and excise tax; (9) administration of the Government Losses 
in Shipment Act; (10) approval of surety bonds and determination of under- 
writing qualifications of surety companies authorized to do business with the 
Uni States; (11) handling investments of various trust and other funds for 
which the Secretary of the Treasury is responsible; (12) supervision of Treasury 
accounting and participation in overall accounting and reporting procedures for 
the entire Government service under joint accounting program; (13) development 
of regulations and administration of internal auditing for the Treasury Depart- 
ment; (14) annual appraisal of Commodity Credit Corporation; (15) accounting 
billing, and collecting for lend-lease articles transferred and surplus property sold 
to foreign governments; (16) accounting for foreign currencies acquired by the 
Treasury; (17) payment of international claims; (18) handling certain claims and 
judgments against the United States; (19) maintenance of records relating to 
authority of Government corporations and agencies to borrow from the lreasury, 
and loans made to such agencies; (20) liquidation of the residual fiscal affairs of 
certain agencies and commissions placed in liquidation; and (21) audit of various 
trust and deposit fund accounts. 


LANGUAGE CHANGES 


No changes in the appropriation language for the Bureau of Accounts will be 
necessary for the fiscal year 1955. 
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Analysis of appropriation base 
Regular appropriation, 1954 


a from ‘Salaries and expenses, Division of Disbursement, 
Treasury Order Number 164, dated December 12, 1952 

consolidated the Division of Bookkeeping and Warrants and the 
Accounting Section of the Division of Disbursement includin 
the field accounting units into a single Division of Centr: 
Accounts, effective January 4, 1953. 

Transfer from “Administering the public debt, Bureau of Public 

' Debts, 1954” 

Transfer from “Salaries and expenses, Office of the Secretary of the 

Treasury, 1954” 

Treasury Order No. 170-1, dated Feb. 27, 1953, abolished the 
Technical Staff of the Treasury Department and transferred the 
preparation of the Annual Report of the Secretary of the 

reasury and the Treasury Bulletin to the Bureau of Accounts, 
effective Mar. 1, 1953. The order also transferred the Office of 
the Government Actuary to the Bureau of Accounts. 


Total appropriation transfers 


929, 100 


Total adjusted appropriation, 1954 ~ 2,729, 100 
Copies of the above described Treasury orders are attached as an appendix to 


this justification. 
REDUCTIONS 


Financial reporting and maintenance of the Government’s central ac- 
counts 
Improvement of accounting and reporting functions 
It is anticipated that the present program for improving the 
detailed procedures involved in the accounting and financial 
reporting functions will result in a savings during the fiscal 
year 1955 of 8 positions amounting to $28,000 and $3,000 for 
rental of tabulating equipment. 
Reduction in printing costs 
Arrangements are being made with the Government Print- 
ing Office to substitute typed copy and offset printing for 
setting of = type and letterpress process for printing 
the Daily Treasury Statement and the Annual Report of the 
Secretary of the Treasury. It is anticipated that these’ and 
other changes affecting printing costs will result in savings 
amounting to $36,500 during the fiscal year 1955. 
Processing deposits of withheld tax payments: Reimbursement to 
Federal Reserve ba 
It is estimated that the Federal Reserve banks through 
minor improvements will be able to decrease the unit cost for 
handling depositary receipts, resulting in a savings of $4,500 
in the fiscal year 1955. 


Total reductions 


|_| 
860, 000 
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ADDITIONS 


Processing deposits of withheld tax payments: 
Purchase of depositary receipts and envelopes 
Depositary receipts and envelopes were purchased in 1953 
for use in the fiscal year 1954 in order to make funds available 
to reimburse the Federal Reserve banks for additional un- 
budgeted cost for handling excise-tax payments in the fiscal 
year 1954. See p. 110, House hearings on Treasury-Post 
Office Departments appropriation bill for 1954. 
Additional cost of penalty mail 

blic Law 286, 83d Cong., approved Aug. 15, 1953, 
entitled ‘‘An act to reimburse the Post Office Department 
for transmission of official Government mail matters,’’ pro- 
vides that, ‘‘There shall be transferred to the Post Office 
Department as postal revenue out of any appropriations or 
funds available to departments, agencies, and establishments 
concerned the equivalent amount of postage due therefor as 
determined pursuant to regulations prescribed by the Post- 
master General.”’ The cost of penalty mail absorbed within 
this appropriation amounts to $12,000 for 104 months of the 
fiscal year 1954 and $15,000 for the full fiscal year 1955. The 

additional cost of $3,000 for a full year is as follows: 

Financial reporting and maintenance of the Gov- 

ernment’s central accounts $2, 200 


Adjustment in base (net) 


Mr. Canrie.p. The pages just inserted in the record indicate that 
the appropriation under this title for 1954 was $1,800,000 and through 


Reorganization Plan No. 26 of 1950 the amount was augmented to 
$2,729,100. Is there anything you would add now to what you have 
already said on this subject? 

Mr. Maxwetu. I think that generally covers the transferred 
functions. 


PROCESSING DEPOSITS OF WITHHELD TAX PAYMENTS 


Mr. CanrFie.p. Pages 21 through 23 of the justifications, relating 
to processing deposits of withheld tax payments will be inserted in 
the record at this point. 

(The material was supplied as follows:) 


EXPLANATION OF Estimate BY AcTIVITY 
Processing deposits of withheld tax payments 


Appropriation base for 1955 $801, 393 
Budget estimate for 1955 
Increase over base 


Under the Current Tax Payment Act of June 9, 1943 (26 U.8. C. 1622), employers 
are required to withhold from the wages of employees amounts to be applied to 
their income-tax liability. Regulations issued pursuant to this act provide that 
where the total amount of tax withheld by a single employer amounts to $100 or 
more monthly, such amounts must be deposited monthly in a Federal Reserve 
bank or other Government depositaries designated for that purpose. The 
Federal Reserve banks as fiscal agents of the Treasury Department issue to the 
taxpayer a validated depositary receipt which is filed with the quarterly return 
to the Director of Internal Revenue as evidence of payment. This method of 
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paying tax currently provides the Treasury with the earlier use of the funds, 
he earlier use of tax funds is estimated to be worth in excess of $47 million for 
the fiscal year 1954, calculated at the lowest rate of interest currently paid on 
marketable obligations. 

The withholding-tax procedure for Poying tax on a monthly basis was extended 
to include social-security tax withheld under the Federal Insurance Contributions 
Act (26 U.S. C. 1420 and 1432) on January 1, 1950. The procedure was further 
extended on July 1, 1951, to include the withholding and deposit of employer and 
employee taxes under the Railroad Retirement Tax Act. 

‘ffective July 1, 1953, the depositary receipt method was extended to include 
excise-tax payments of $100 or more monthly. This punere substituted a 
quarterly excise tax return for a monthly return to the Director of Internal 
Revenue, thereby effecting an annual savings of about $1,350,000 to the Internal 
Revenue Service. This action eliminated two-thirds of the excise-tax returns but 
still makes tax receipts available monthly. 

It is estimated that in 1955 the Federal Reserve banks will issue and handle 
700,000 depositary receipts for excise taxes. The cost of processing excise-tax 
receipts was not anticipated in the budget estimates for the Bureau of Accounts 
covering the fiscal year 1954. In order for the Bureau of Accounts to handle 
this additional cost with reduced appropriations in 1954, authoritv was requested 
(see p. 110 House hearings on Treasury-Post Office Departments appropriation 
bill for 1954) to purchase in 1953 depositary receipts and envelopes for use in the 
fiscal year 1954, thereby making available funds in the fiscal vear 1954 to reim- 
burse the Federal Reserve banks for excise-tax payments which were budgeted 
for purchase of depositary reccipts and envelopes. This action in effect reduced 
the base for the purchase of depositary receipts to zero. For the fiscal year 1955, 
the base has therefore been increased by $39,900 in order to provide funds to 
purchase depositary receipts and envelopes for use in that year. There follows 
a table showing the volume of depositary receipts handled by the Federal Reserve 
banks by years. Based upon the experience of the past few years, it is antici- 

ted that the volume of withheld tax items will continue to increase during 
1954 and 1955. No additional funds are being requested for this additional 
work volume as it is believed that economies in operations in the banks will 
offset this increase. However, such economies will not offset the cost of printing 
depositary receipts and envelopes for use in fiscal year 1955. 


Number of depositary receipts 


Number 


Withheld tax Excise tax 


Bee: 


1953... 
1954 (estimated) 
1955 (estimated) 


PP 
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111 months, 


The estimated cost of this activity amounts to $801,393 for the fiscal vear 1955 
including $9,993 for administrative expenses. The balance of the estimate in the 
amount of $791,400 represents the cost of reimbursing Federal Reserve banks for 
the actual cost incurred in handling deposits of income, social security, railroad 
retirement, and excise tax and printing depositary receipts and envelopes. 

Section 201 (f) of the Social Security Act as amended provides that. the manag- 
ing trustee (Secretary of the Treasury) shall withdraw from the Federal old-age 
and survivors trust fund the estimated expenditures by the Treasury Department 
for the alministration of titles II and VII of the act. Such withdrawals from the 
trust fund shall be covered into the general fund of the Treasury as repayments 
to the account for reimbursement of expenses incurred in connection with the 
expenses of administration of the act by the Treasury Department. It is esti- 
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mated that approximately $350,000 of the estimate for this activity will be de- 
posited into the general fund of the Treasury Department, thereby in effect reduc- 
ing the net expenditures to the Treasury Department by that amount. 
There follows a statement reflecting the obligations by object class for this 
activity: 
Summary by object class 


Appropriaticn| Estimate, 
base, 1955 1955 


$9, 993 $9, 993 
39, 900 


751, 500 
801, 393 


Mr. Canrtexp. Is there any additional information you want to 
give us at this time relating to this matter? 


DEPOSITARY RECEIPTS 


Mr. Maxwe tt. I think the justification generally covers the 
present situation. I might say that our original estimate of 500,000 
additional depositary receipts for excise taxes was underestimated 
somewhat. The present estimate, I believe, is closer to 640,000 for 
the present fiscal year and we estimate it will be 700,000 next year 
the reason being that 640,000 is based on 11 months and next year, o 
course, will be a full fiscal year. 


FINANCIAL REPORTING AND MAINTENANCE OF GOVERNMENT’S CENTRAL 
ACCOUNTS 


Mr. Canrretp. Without objection there will be inserted in the 
record at this point pages 24, 25, and 26, containing a reoues for 
$1,395,887 for ‘Financial reporting and maintenance of Government’s 
central accounts.”’ 

(The material was supplied as follows:) 


Financial reporting and maintenance of the Government’s central accounts 


Appropriation base for 1955 $1, 395, 887 
Budget estimate for 1955 . 1, 395, 887 
Increase over base 0 


The accounting and financial reporting functions included under this activity 
are performed by the Division of Central Accounts and the Division of Central 
Reports established by the Secretary of the Treasury on January 4, 1953, by 
Treasury Order No. 164, dated December 12, !952, pursuant to Reorganization 
Plan No. 26. The Division of Central Accounts is responsible for the maintenance 
of the appropriation. receipt, and other fund accounts of the Government (5 
U. S. C. 255); prescribing official account symbols and titles relating thereto, and 
issuing announcements thereof; maintenance of the detailed accounts relating to 
the receipt and expenditure transactions of the Division of Disbursement, both 
in Washington and the field; preparation of the accounts current of the Chief 
Disbursing Officer and the regional disbursing officers; the preparation from the 
central accounts of numerous detailed tabulations relating to receipts, expendi- 
tures, and appropriations used in the development of financial reports compiled 
by the Division of Central Reports; and the issuance of warrants for the Secretary 
of the Treasury establishing amounts appropriated by Congress to all agencies 
of the Governmer t except postal service; transferring to surplus amour ts rescinded 
by legislative action; preparation of annual Digest of Appropriations which. is 
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the basic source of information for appropriation language, symbols, titles and 
legislative citation. This activity also reports receipts and expenditure informa- 
tion daily for inclusion in the Daily Treasury Statement. 

The Division of Central Reports is responsible for the a er of financial 
statements covering the fiscal transactions of the Treasury Department and the 
Government. These statements, certain of which are required under various 
statutes and Executive orders, include (a) the Annual Combined Statement of 
Receipts, Expenditures, and Balances of the United States Government which is 
required to be submitted to Congress on the first day of each regular session, 
(b) the Annual Report of the Secretary of the Treasury and the Treasury Bulletin 
pursuant to Treasury Order No. 170-1, dated February 27, 1953, (c) certain 
—— statements published in the Daily Treasury Statement, including balance 
sheets of Government corporations and Monthly Report of Appropriations, 
Expenditures, and Balances which lists appropriations and related expenditures 
— classifications established in collaboration with the House Appropriations 

ommittee. 

The Budget and Accounting Procedures Act of 1950, approved September 12, 
1950 (64 Stat. 832), makes it a responsibility of the Secretary of the Treasury to 
prepare such reports for the information of the President, the Congress, and the 

ublic as will present the results of the financial operations of the Government. 

hese reports are to include such financial data as the Director of the Budget may 
require in connection with the preparation of the budget or for other purposes of 
the Bureau. The Secretary is authorized by the act to establish facilities necessary 
to produce the required central reports including any necessary reorganization of 
accounting within the Treasury Department for that purpose. The accomplish- 
ment of these objectives is retarded due to the limited personnel now available 
for this work. 

Work is also performed in connection with the receipt, registration, deposit, 
and acknowledgment of the donations to the United States; calculating and 
warranting interest payments on permanent trust funds; and handling of other 
miscellaneous fiscal operations for the ay ant of the Treasury. 

The following table reflects the actual work volume for 1953 and estimated 
work volume for the fiscal years 1954 and 1955 covering the accounting operations: 


Number of accounting items 


Receipts |Expenditures Other 


8, 
2, 
12, 


There follows a statement reflecting the obligations by object class for this 
activity. 
Summary by object class 


Appropria- 
1955 


Transportation of things 
Communication services 
Rents and utility services 
Printing and reproduction 
Other contractual services 
Supplies and materials 
Equipment 

Taxes and assessments 


Total obligations_ 


The appropriation base for 1955 includes $860,000 transferred from the ap- 


ropriation, ‘‘Salaries and expenses, Division of Disbursement,” pursuant to 
Treasury Order No. 164, dated December 12, 1952, which transferred the detailed 
accounting for receipts and expenditure transactions of the Division of Disburse- 


Fiscal year Total 

ded 000 4, 812, 000 
000 4, 812, 000 

Est: 

1, 905, 087 
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ment both in Washington and the field to the Division of Central Accounts, 
including the preparation of the accounts current for the chief disbursing officer 
and the regional disbursing officers. The appropriation base also includes $18,100 
transfe from the appropriation, “Salaries and expenses, Office of the Secretary 
of the Treasury,” for printing the Annual Report of the Secretary of the Treasury 
and $36,283 from the appropriation ‘‘ Administering the public debt, Bureau of 
the Public Debt,” for the preparation of Annual Report of the Secretary and the 
Treasury Bulletin pursuant to Treasury Order No. 170-1, dated February 27, 
1953, which transferred certain functions from the Technical Staff to the Bureau 
of Accounts. Copies of Treasury Orders Nos. 164 and 170-1 are attached as an 
appendix to this justification. The appropriation base has also been reduced 
by $67,500 representing anticipated savings resulting from improved methods 
p : accounting and financial reporting together with changes in the method of 
printing certain financial statements and reports. 


DIVISIONAL RESPONSIBILITY 


Mr. Canrievp. Will you give us a brief statement at this point in 
the record concerning this request? 

Mr. Maxwe wu. Yes, Mr. Chairman. This function covering finan- 
cial reporting and maintenance of Government’s central accounts is 
carried out by the two divisions created by Treasury Order 164; 
namely, the Division of Central Accounts and the Division of Central 
Reports. 

The Division of Central Accounts has the responsibility for main- 
taining the appropriation accounts of the Government exclusive of 
the postal service. It also has the responsibility for preparing the 
basic data for the financial reports which we furnish monthly to con- 
gressional committees—also once annually for the preparation of the 
report, required by the act of July 31, 1894, which we Liv called the 
combined statement of receipts, expenditures, and balances. Also, it 
compiles the basic figures used by the Bureau of the Budget for 
expenditures contained in the annual budget document. 

he Division of Central Reports is responsible for preparing the 
Secretary’s Annual Report previously mentioned and other financial 
statements furnished to the Congress and to others concerned. They 
have more recently been working on revision of the Daily Treasury 
Statement which we hope to put into effect in the near future. There 
was one change made in the Daily Treasury Statement effective 
July 1, 1953, which we thought was desirable in view of the economy 
program, and the Daily Treasury Statement which we propose to 
get out in the near future is a further improvement initiated under 
the joint program of the Comptroller General, the Director of the 
Bureau of the Budget, and the Secretary of the Treasury. 

Mr. Canrrexp. 1 believe you said that these central accounts 
embrace all agency accounts except those of the postal service? 

Mr. Maxwe tu. Yes, sir. 

Mr. Canrie.p. That means it includes the military? 

Mr. Maxwe ut. That is right. We only include in the central 
accounts the deficit of the postal service. 


DEVELOPMENT AND INSTALLATION OF ACCOUNTING AND REPORTING 
SYSTEMS 


_ Mr. Canrtetp.” Without objection pages 27 through 33 will be 
inserted in the record at this point. They relate to a request for 


42490—54—_-6 


and 

ma- 

cial 

the 

Dus 
of 

1 is 

on, 

tin ‘ 

ain 

1ce 

as, 

res 

ns 

2, 

to ‘ 

he 

it. 

Ly 

of 

ry 

of 

h- 

le 

t 

d 

d 

) 


80 


$151,379 for development and installation of accounting and reporting 
systems. 


(The material was supplied as follows:) 


Development and installation of accounting and reporting systems 


Appropriation base for 1955 $151, 379 
Budget estimate for 1955 151, 379 
Increase over base 0 


The work of the Accounting Systems Division of the Bureau of Accounts 
relates primarily to the development and installation of accounting and reporting 
systems and the general ad ministration of fiscal internal audit regulations in the 
Treasury Department. ‘The staff is assigned the important functions of (a) 
direction over the technical work relating to the provisions of the Budget and 
Accounting Procedures Act of 1950 for raising the standards of accounting and 
developing an integrated accounting and financial reporting system in the Treasury 
Department and its several bureaus and offces applicable to the Treasury and 
developing regulations and procedures to implement legislation on fiscal matters; 
(b) representing the Treasury with respect to participation with the General 
Accounting Office and the Pureau of the Budget in the joint accounting program 
for improving accounting and related fiscal procedures on the governmentwide 
front; (c) develoy ment of regulations and administration of fiscal internal auditing 
for the Treasury Department as well as supervision of a system of internal audit 
within the Bureau of Accounts: and performing annual appraisals of the Com- 
modity Credit Corporation required by law, as well as certain audits within the 
Treasury Department. 

Specifically, the Accounting Systems Division is responsible for the following: 

(a) Treasury accounting and reporting—By delegation pursuant to Reorganiza- 
tion Plan No. 26 of 1950 (formerly Reorganization Plan III, Reorganization Act 
of 1939), the Accounting Systems Division carries out the Commissioner of Ac- 
counts’ responsibilities with respect to providing technical assistance and guidance 
to individual bureaus of the Department in connection with improving accounting 
procedures or solving particular accounting or reporting problems; collaborating 
with individual bureaus in effecting major revisions of their accounting systems 
in line with the recuirements of section 113 of the Budget and Accounting Pro- 
cedures Act of 1950; performing the technical work in connection with carrying 
out the responsibilities of the Secretary of the Treasury under section 114 of the 
Budget and Accounting Procedures Act of 1950 in the development of the Depart- 
ment’s own accounting and reporting in such a manner that there will be an effi- 
cient operating center for the preparation of reports that show the financial 
operations of the Government; reviewing accounting forms or revisions thereof 
prepared by the bureaus for approval of the General Accounting Office; and 
working with the bureaus in developing the integration of their accounting with 
the cash accounting operation of the Treasury. ‘The Division also has responsi- 
bility for implementing new legislation or amendments to existing law covering 
accounting and fiscal matters affecting the ‘lreasury Department or executive 
departments and agencies generally, by the development of Departmental regula- 
tions for the guidance of those concerned. 

(b) Governmentwide accounting and reporting.—A great deal of the work done 
with respect to improving Treasury accounting and reporting, described in para- 
graph (a) above, also affects departments and agencies gencrally and has govern- 
mentwide significance. In addition, the Accounting Systems Division provides 
the Treasury Department’s participation and collaboration with the General 
Accounting Office and the Bureau of the Budget in the development of accounting 
principles and basic requirements for general application in the Government; in 
the performance of systems work with departments and agencies of the Govern- 
ment from the standpoint of effecting integration of the accounting of the depart- 
ments with the accounting of the Treasury; in studying and recommending im- 
provements in accounting and fiscal procedures having broad application in the 
Government, and in drafting legislation, as necessary, for the improvement of the 
Government's accounting, reporting, and related procedures. 

(c) Development and administration of fiscal internal auditing regulations for the 
Treasury Department.—Pursuant to Treasury Order No. 164, the Division is 
responsible for the development and administration of departmental fiscal internal 
auditing regulations to be observed by all the Treasury bureaus. The adminis- 
tration covers (1) determining that fiscal internal audit, within the framework of 
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established policy and regulations, is installed throughout the Department, and 
to the extent practicable, furnishing advice and assistance to bureaus in developing, 
establishing, or revising their fiscal internal audit programs; (2) periodically 
appraising the system of fiscal internal audit in actual operation in each bureau; 
and (3) serving as a general representtive of the Department in its relations with 
the General Accounting Office regarding (a) programs of fiscal internal audit 
established in the bureaus, (b) the initiation of external audits of the General 
Accounting Office in the bureaus, in collaboration with the Office of the Adminis- 
trative Assistant Secretary, and (c) the fisca! aspects of external audit reports and 
fiscal audit matters having departmentwide significance. 

The Division is also charged with the internal audit responsibilities of the 
Commissioner of Accounts as relate directly to operations of the Bureau of 
Accounts, including the development, installation, and supervision of a system of 
internal audit. The Division is also responsible for making the annual appraisal 
of the assets and liabilities of the Commodity Credit Corporation to enable the 
Secretary of the Treasury to comply with the provisions of the act of March 8, 
1938, as amended; and performs certain periodic miscellaneous audits of funds 
and accounts in the Treasury. 

Because of the nature of functions performed by the Accounting Systems 
Division its workload can only be expressed in terms of projects and fields of 
work. Projects to be undertaken in fiscal year 1955 will be determined largely 
by progress made during 1954, Many of the projects commenced in a given 
fiscal year overlap into succeeding years, depending on their ch-re.cter and scope, 
as they involve installation as well as final appraisal. There follows a brief de- 
scription of the work program for the fiscal years 1953-55. 


WORK PROGRAM, FISCAL YEARS 1953 AND 1954 


Some of the major areas in which work has been completed during fiscal year 
1953 or is in progress during fiscal year 1954 are shown below. A good deal of 
this work is performed in collaboration with other offices of the Treasury, the 
General Accounting Office and Bureau of the Budget. 


Treasury accounting and reporting 


Bureau of Accounts.—During fiscal year 1953 there wes completed a major 
part of the instellation of a more systematic method of accounting with respect to 
the numerous, diverse investment and other accounts meinteined by the Bureau 
for the Secretary of the Treasury, i. e., Federal old-age survivors insurance 
trust fund, unemployment trust fund, Government retirement funds and various 
miscellaneous accounts, such as international clsims, oblig:tions of foreign 
governments, etc. The changes, when completed, result in a better system of 
records, better management control and a besis for more complete disclosure of 
reporting information, together with estimeted annus! sevings of $1,200. 

A second installation involved consolidstion during fise.] year 1953 of the 
accounting operations pertaining to the administrative expense appropriations of 
the Division of Disbursement’s activities with those of the »ppropri tions for the 
remainder of the Bureau and the mechanization of the peyroll functions for the 
two activities. It is estimated thet savings resulting therefrom »mounted to 
$4,800 for fiscal year 1953 and $11,500 on a recurring annuel bosis thereafter. 

The Accounting Systems Division gave technicel assist-nce in the implemen- 
tation of certain provisions of Treasury Depertment Order No. 164, dated Decem- 
ber 12, 1952, eliding to the establishment of a Division of Central Accounts 
within the Bureau of Accounts into which is to be consolid ted the eccounting for 
receipts and expenditures by appropriations heretofore performed by the Division 
of Bookkeeping and Warrants and the Division of Disbursement. The order 
represents the initial step for implementing the Secretry’s centrol accounting 
and reporting responsibilities required by the Budget and Accounting Procedures 
Act of 1950. The physica] merger of the accounting activities w.s made July 1, 
1953; and the consolidation of the accounts and ectivities will be practically 
completed in the present fiscal year resulting in savings of $39,000 in the fiscal 
year 1953 and $95,000 in the current fixe”) year. 

Internal Revenue Service——The staff collaborated with the Internal Revenue 
Service and the General Accounting Office in an undertaking aimed at the simpli- 
fication and improvement of the procedures for processing and accounting for 
the revenues for which the Internal Revenue Service is responsible. The work 
done included the identification of some 80 specific areas for study which appear 
to have a potential improvement; refinement of the operational cost codes to 
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provide a better basis for determining relative costs of different operations in the 
test offices; effecting a number of specific improvements in the processing opera- 
tions to give first priority to refunds, thus saving the Government interest 
charges; expediting the deposit of cash in directors’ offices; streamlining key 
verification processes without loss of control; establishing 100 percent verification 
before effecting refund payments or sending out bills to taxpayers; extending the 
use of cash registers by window tellers to provide better control, better service 
to taxpayers and certain economies; and arranging for the Post Office Department 
to forward refund checks to payees’ new addresses, to reduce the work in handling 
returned checks. During fiscal years 1954 and 1955, the Internal Revenue 
Service is taking the initiative for continuation of the program, with the Bureau 
of Accounts giving assistance where needed in the work relating to technical 
accounting and reporting matters. 

Bureau of the Public Debt—A joint project is in progress to study all phases 
of accounting and related procedures regarding the public debt operations, 
including the related public debt activities carried on in the Office of the Treasurer 
of the United States and the Bureau of Accounts. The objective of the study is 
to eliminate any duplication or overlapping that might be found and to determine 
to what extent the system as a whole can be strengthened or otherwise improved, 

United States Secret Service—A survey of the accounting functions of the 
United States Secret Service was made and a report submitted on November 
21, 1952. In general, the financial accounts and records were found to be in very 
good condition and the system of administrative control over appropriations was 
adequate. Therefore, no changes in the methods and procedures used by the 
United States Secret Service were recommended. 

Office of the Treasurer of the United States.—A oe nee plan has been develo 
and is under consideration relating to the simplification of procedures for handling 
Government deposits in general depositaries by channeling such deposits through 
the Federal Reserve Banks and Branches. The objective is to eliminate processing 
of daily transcripts received from some 600 general depositaries and the main- 
tenance of accounts for the depositaries in the Office of the Treasurer of the United 
States. In lieu thereof, consolidated transcripts would be received from the 3 
Federal Reserve banks and branches. Certain additional work remains to be 
done on the project and a target date for adoption of the new procedure has been 
set at January 2, 1954. 


Departmental 


Major areas in which work was performed, affecting several Treasury bureaus 
or having departmental significance, are as follows: 

Integration of accounting and budgeting.—During fiscal year 1953 and continuing 
into fiscal year 1954, surveys were made of all the Treasury bureaus to gather 
factual information on the relationships between the accounting and budgeting 
processes and to ascertain the kind of financial data available from the records 
with respect to administrative expense appropriations. This will be followed in 
fiscal year 1954 by an appraisal of each bureau’s system and, if feasible, the 
institution of a uniform system of periodic financial reporting for budgetary and 
management purposes at the departmental level. 

Overail accounting plan for the Government's receipts, expenditures and cash 
operations.—The framework of an overall accounting plan for the Government’s 
receipts, expenditures and cash operations has been developed in collaboration 
with the General Accounting Office. It consists of a program for progressive 
action to be taken during fiscal year 1954 to improve the accounting in these 
areas and provide simplifications, better accounting results, and improvements 
in the synchronization of the accounts of the Treasury and the administrative 
agencies. ‘Two steps already taken under the plan are the issuance of joint 
regulation No. 4 on June 30, 1953, which waives the requirements of existing law 
regarding advances of appropriated funds to disbursing officers and the issuance 
of covering warrants; and Treasury Department Circular No. 926, dated June 30, 
1953, providing for checking accounts to be maintained by disbursing stations 
rather than incumbent disbursing officers. 

Improvement of key reports of the Government's receipts and expenditures.—Prog- 
ress has been made in fiscal year 1953 and work is contiriuing in fiscal year 1954 
looking toward the improvement of key reports in two areas: (1) daily reporting 
in the Daily Treasury Statement, which document is generally per pee by 
financial institutions as well as Government officials as the basic and official re- 
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port of the Government; and (2) the Combined Statement of Receipts, Expendi- 
tures and Balances which, among other uses, provides basic data for the budget 
document. 

Miscellaneous.—Some of the miscellaneous assignments worked on during 
fiseal year 1953 included (1) developing departmental regulations and agreements 
to be entered into between the Secretary of the Treasury and eligible States and 
Territories, for the implementation of Public Law 587, enacted July 17, 1952, which 
requires withholding the State or Territorial income tax from the compensation 
of Federal employees; (2) collaborating with the Office of the Fiscal Assistant 
Secretary in the development of procedures and forms for extending the depositary 
receipt system to include certain Federal excise taxes, effective July 1, 1953: and 
(3) developing a proposal for simplifying the depositary receipt system of the 
Government in connection with the collection of Federal taxes, and strengthening 
the controls over such system in the Internal Revenue Service. 


Government wide accounting and related fiscal matters 

Some of the projects within the joint accounting program on which the Division 
gave assistance, or is continuing to give assistance, include (1) a review of the 
‘ederal civilian payroll system with a view to developing the most economical 
and efficient payroll methods consistent with administrative needs and auditing 
requirements; (2) development of an improved system with regard to the recon- 
ciliation of checking accounts of disbursing officers; (3) effecting a maximum 
conversion from the use of paper checks to punched-card checks; and (4) a joint 
study of Government transportation requests and their utilization in the pro- 
curement of official transportation accommodations by the Federal Government. 


Treasury internal audit 

Development and regulations.—In the area of departmental fiscal internal audit, 
there were developed during the year regulations governing fiscal internal audit 
in the Treasury Department which were issued in Department Circular No. 924, 
dated June 24, 1953. This order establishes requirements and standards to be 
observed by the individual bureaus of the Treasury and defines the responsibilities 
of bureaus with respect to their programs as well as the Bureau of Accounts with 
respect to administration of the regulations. To the extent that personnel is 
available, efforts will be concentrated during the fiscal year 1954 on giving technical 
advice and assistance in the development of fiscal interna! audit programs in the 
several Treasury bureaus; and to the perfecting and formalization of the internal 
audit program relating to activities of the Bureau of Accounts. 
' Audits and appraisals —The usual audits or appraisals were made with respect 
to (1) the annual appraisal of the assets of the Commodity Credit Corporation; 
(2) the annual audit of the cash accounts of the Comptroller of the Currency; and 
(3) audit of the unemployment insurance trust fund, voluntary donations, ‘‘con- 
science fund,” and certain administrative accounts of the Department. 


WORK PROGRAM, FISCAL YEAR 1954 AND 1955 


The work program for the fiscal year 1954 includes the continuation of un- 
finished projects now underway, such as, the study being conducted regarding 
public debt operations, the merging and integration of accounts in the Division 
of Central Accounts, pursuant to Treasury Department Order No. 164, the ap- 
preseal of the relationship between the accounting and budgeting processes in 

reasury bureaus to develop a uniform system of periodic financial reporting, the 
establishment of the overall accounting plan for the Government’s receipts, 
expenditures and cash operations and improvement in the reporting of the Govern- 
ment’s receipts and expenditures. Much of the work under way in the Division 
or to be undertaken during the year will continue into fiscal year 1955. 

It is anticipated that the developmental and installation work in connection with 
the internal audit programs in the several Treasury bureaus will extend into fiscal 
year 1955. During that fiscal year also, efforts will be concentrated on appraising 
the systems in operation, strengthening them where possible, and giving general 
supervision to their administration. The annual appraisal of the Commodity 

pre us  eosiapeao and several periodic audits performed in the Treasury will be 
continued. 

bs follows a statement reflecting the obligations by object class for this 
activity: 
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Summary by object class 


Printing and reproduction 
Other contractual services 


Total obligations......... 151, 379 


IMPROVEMENT IN, ACCOUNTING AND REPORTING SYSTEM 


Mr. Canrretp. What progress has been made toward raising. the 
standards of accounting and developing and installing an integrated 
accounting and reporting system since the Budget and Accounting 
Procedures Act of 1950? 

Mr. Maxwetu. There have been a number of steps which have 
been taken toward that end. One was the action taken by the 
General Accounting Office to discontinue its maintenance of detail 
appropriation accounts which were substantially the same accounts 
kept by the Division of Bookkeeping and Warrants. The next step 
was the consolidation of the accounting functions previously per- 
formed by the Old Division of Bookkeeping and Warrants and the 
accounting functions previously performed by the Division of Dis- 
bursement into the Division of Central Accounts, whereby we saved 
$100,000. 

here have been other steps taken in connection with procedures, 
For instance, the warrant procedures which we previously followed 
have been materially changed so that the orly warrant which we 
currently issue is the appropriation warrant. We do have a document 
that is similar to the covering: warrant, but it no longer goes to the 
General Accounting Office and back as it previously did. It is handled 
by the representatives of the General Accounting Office who are physi- 
cally located in the Treasury Department. 

A further step is a site audit which the General Accounting Office 
. makes. Previously all documents in our office were sent to the 
General Accounting Office in Washington, D. C., whereas now the 
Bureau of Accounts and many other agencies of Government are 
audited on the site where the information of the agency is entirely 
available for whatever examination they think necessary. The audit 
now is more of the commercial type. wd 

Also there have been improvements in the accounting procedures 
of individual agencies. Except for the Treasury Department, this 

enerally does not come within our jurisdiction but I mightmention 
it because it does affect our central accounts and reports. Previously 
there was a tendency to have a standard accounting system for every 
ency, but the General Accounting Office is now taking the attitude, 
which I think is the proper one, that each agency should work out a 
system to meet its own requirements. A system of accounts for a 
banking institution would not be the same as for a manufacturing 
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institution. The General Accounting Office will assist in developing 
those accounting systems and will approve them after they have been 
adopted. They have been working with us on the integration of 
agency and Treasury accounts. We are working out the next step; 
we will try to eliminate the differences between the records that we 
keep and the records the agency keeps to reduce the amount of 
reconciliation between the two accounts. 

There are other steps which we have been taking which we hope 
to put into effect in the near future, one of which relates to direct 
deposits. It is felt there will be some economies Government-wide 
from this change. It means deposits will be made directly into 
depositaries instead of through disbursing officers. 

here are other projects which directly affect certain Treasury 
offices, one of which is the conversion of paper checks into card checks. 
That is tied up with a project which the Treasury is particular] 
interested in—the reconciliation of paid checks with checks seitall: 
Card checks clear much faster by mechanical means than paper 
checks and facilitate reconciling in the General Accounting Office. 

There is another project that is being developed and that is the 
use of electronic equipment in this reconciliation. That is a long- 
range project. While there are potential savings of $1.5 million a 
year through this project, it requires considerable expenditures for 
equipment. Figures covering the cost of equipment are being 
obtained from various manufacturers of electronic equipment. 

That in a general way covers the program. There are other proj- 
ects which I would be glad to mention if you so desire. 


AUTOMATIC PROMOTIONS 


Mr. Canrievp. There is no change in the request for personnel, 
1954 to 1955. Will the turnover in personnel enable you to take care 
of automatic increases in salary? 

Mr. Maxwe tu. As a general proposition not in recent years. 
Because of our reduction in force the people we retain are generally 
the older ones who continue to stay on the job. The increase in 
automatic promotions costs about $14,000, which we propose to 
absorb next year. 


PROCESSING INVESTMENTS, LOANS, CLAIMS, COLLECTIONS, AND SURETY 
BONDS 


Mr. CanFIELD. Without objection, pages 34 through 37 that per- 
tain to a request for $159,390 for “Processing investments, loans, 
ee teresa, and surety bonds” will be inserted in the record at 

1s point. 

(The material was supplied as follows:) 


Processing investments, loans, claims, collections, and surety bonds 


Appropriation base for 1955 
Budget estimate for 1955 
Increase over base 


The functions included under this activity relate to (a) investment of Govern- 
ment trust and other fund accounts; (b) processing of loans to other Government 
agencies; (c) payment of awards of international claims tribunal; (d) handling of 
deposit fund accounts for the Secretary of the Treasury; (e) processing claims 
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under the Government Losses in Shipment Act; (f) billing and collecting amounts 
due from foreign governments on lend-lease and surplus property accounts; 
(g) supervision and control of surety bonding for the Government service. There 
follows a brief description of the aforementioned functions. 


(a) Investment of Government trust and other fund accounts P 

The Secretary of the Treasury, under various provisions of law, has the duty of 
investing certain Government trust and other fund accounts. The more import- 
tant of the funds are: Federal old-age and survivors insurance trust fund; unem- 
ployment trust fund; railroad retirement accounts; civil service retirement and 
disability fund; national service life-insurance fund. Special obligations are 
issued to and redeemed from time to time for the Federal home-loan banks, the 
Federal Savings and Loan Insurance Corporation, the Postal Savings System and 
the several funds of the Housing and Home Finance Agency. The unemployment 
trust fund also involves maintenance of a complete set of accounts for each State 
and Territory and the railroad unemployment account reflecting deposits, with- 
drawals, and balances; the payment of funds to States as requested; the distribu- 
tion of interest earnings to States. 

Government agencies utilize the facilities of the Treasury in purchasing securi- 
ties or disposing of securities which come into their possession. This facility is 
used by the Army central welfare fund, the Army motion-picture service, the 
Commissioner of Indian Affairs, the Library of Congress, the general post fund 
of the Veterans’ Administration and the Home Loan Bank Board. 

Recently the Treasury entered into an agreement with the Department of the 
Interior and the Department of Health, Education, and Welfare with respect to 
receiving, holding in safekeeping, and servicing collateral bonds issued by various 
municipalities within the United States and in Alaska in connection with loans 
for certain improvements under the Defense Housing and Community Facilities 
and Services Act of 1951. 


(b) Loans to Government agencies 

Certain Government corporations and agencies have been authorized by law 
to borrow from the Treasury. These organizations include the Reconstruction 
Finance Corporation, Commodity Credit Corporation, General Services Admin- 
istration, Mutual Security Agency, Public Housing Administration, Defense 


Materials Procurement Agency, Defense Minerals Exploration Administration, 
Tennessee Valley Authority, Export-Import Bank of Washington, and others. 
Also the Secretary has been authorized, to subscribe to capital stock of specified 
Government corporations, the International Monetary Fund, and World Bank, 
and to make certain foreign loans. The staff assigned to this activity participates 
in making arrangements, prepares correspondence preliminary to completion of 
loan agreements and examines corporations’ resolutions covering loans; examines 
and places in safekeeping obligations received under loan agreements; prepares 
instructions relating to the acceptance of obligations; and maintains individual 
loan accounts for each loan, accrues interest receivable, calculates the interest 
due and payable, and deposits the proceeds into the Treasury. 


(c) Payment of awards on account of international claims 

This function relates to claims payable under settlement agreements with foreign 
governments, such as, the claims of American nationals against the Government 
of Mexico, under the Settlement of Mexican Claims Act of 1942. Under this 
settlement, annual payments of $2,500,000 are received by the Treasury, which 
amounts are distributed to approximately 2,800 award holders. Similar agree- 
ments have been made under the International Claims Settlement Act of 1949. 
The International Claims Commission established pursuant to this act is consid- 
ering approximately 1,700 claims of American nationals against the Government 
of Yugoslavia on account of private property nationalized by that Government 
and has certified approximately 200 awards to the Treasury for payment out of a 
fund of $17 million which the Government of Yugoslavia has deposited with the 
United States. Also under the Settlement of War Claims Act of 1928, as amended 
(50 U.S. C. 9), an agreement was concluded whereby Germany will pay an average 
of $3,750,000 annually which the Treasury will be required to make an annual 
distribution to all holders of awards of the class now being liquidated under the 
system of priorities for payment established by the Congress. 


(d) Handling of deposit fund accounts for the Secretary of the Treasury 


This function relates to: (1) Handling of deposits and related claims involving 
the foreign withheld check account established pursuant to the act of October 9, 
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1940; (2) the Philippine peso reclamation suspense account which involves the 
processing of reclaimed forged checks; (3) the handling and processing of deposits 
and claims for about 20 other deposit fund accounts of the Secretary of the 
Treasury. 


(e) Handling claims under the Government Losses in Shipment Act 

This function relates to the handling and processing of claims from other 
Government agencies resulting from losses incurred in the shipment of Govern- 
ment funds, securities, and other valuables. 


(f) Billing and collecting from foreign governments on lend-lease and surplus property 
accounts 
Billings are prepared periodically for presentation to foreign governments in 
accordance with agreements under which amounts are due the United States 
for lend-lease and surplus property transferred to such countries. Each billing 
is in effect a statement of the amounts due the United States on a specified date 
pursuant to the agreement and each billing must reflect the status of the account, 
taking into consideration credits on account of real a, thee personal property or 
services acquired on foreign currency acquisition. The work relating to this 
function, particularly claims for offset credit by foreign governments, foreign 
punens agencies, the Department of State, and other United States agencies 
aving an interest in these collections, requires considerable amount of research 
and examination of documents. Records also are maintained and billings pre- 
pease for those foreign governments indebted to the United States on account of 
orld War I and for funds advanced to the Philippine National Defense Forces 
in World War IT. 


(g) Supervision and control of surety bonding 


This activity examines for the Secretary of the Treasury financial statements 
and other pertinent documentation required to be submitted by surety companies 
that wish to be authorized as acceptable sureties on Federal bonds to determine 
their underwriting qualifications to handle Government business and stipulations 
running in favor of the United States. It also processes surety bonds and consent 
pce ygene including the maintenance of records and all incidental work in relation 
thereto. 

Quarterly, semiannual financial statements of surety companies authorized to 
write bonds in favor of the United States are also examined. Based on the 
analysis of such statements, the section compiles and publishes the annual rating 
sheet, which shows the names of all companies holding certificates of authority 
from the Secretary of the Treasury, their underwriting limitations, the States in 
which they are licensed to transact fidelity and surety business and the judicial 
districts in which they have appointed process agents. 


Number of transactions 


Estimate, | Estimate, 
Actual, 1953 1954 1955 


Unemployment trust: 
Deposits 
Withdrawals 
Claims and collections: 
International claims 
All other claims and payments 
Collections and deposits 
Number of accounts 
Number of postings 
Correspondence, reports, billing. 
Number of surety bonds 
Claims and judgments: 
Certificates of settlement scheduled 
Certified claims items 
Number of postings 


Total 
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There follows a statement reflecting the obligations by object class for this 
activity. 
Summary by object class 


Appropria-| Estimate, 
1955 


Printing and reproduction 

Other contractual services 

Supplies and materials 

Equipment 

Taxes and assessments 


159, 390 


PERSONAL SERVICES 


Mr. Canrretp. The request for personal services under this cap- 
tion is only about $5,000 more than in the preceding year where 19.1 
average positions are indicated and 19.1 are herein shown. Is this 
work of a lower grade than the preceding request? 

Mr. Maxwe tu. You mean with respect to the salaries paid to the 
individuals? All of it is important work and it is necessary and is 
an essential part of our functions. The depositary work includes 
work of depositaries that receive collections from Government depart- 
ments and who will be the ones receiving the funds directly from the 
collecting officers in the future. This Deposit Branch also has respon- 
sibility for seeing that collateral is established to back up the Treasury 
deposits in these banks, and this has been one of the somewhat 
unsatisfactory spots in our office. We have not been able to do the 
kind of job that would be satisfactory, to me anyway, but we hope to 
work it out before the end of the year. I am sorry. I was thinking 
of the same organization that handles both of these functions. This 
function you are referring to does not include the Divisions of Deposits. 
This claims and investment work is fairly current and includes the 
investment for the Secretary of funds held for trust accounts, and 
includes the iandling of international claims, the billing of foreign 
governments for amounts due to the United States under lend-lease 
and other agreements. 

Mr. Canriexp. There are additional employees presumably in 
lower grades? 

Mr. Maxwetu. The figures you have are on the basis of last year’s 
justification, but because of Treasury Order 164 and reduction of 
force, there has been some reassignment of employees. For example, 
the head of the division and his secretary were formerly carried in the 
Commissioner’s office and there are others switched around the same 
way. There are no additional employees—on a comparative basis, 
there are fewer employees than in previous years. 


SUPERVISION OF THE FEDERAL DEPOSITARY SYSTEM 


Mr. Canrretp. Without objection, pages 38 through 40, relating to 
supervision of the Federal depositary system, will be inserted at this 
point in the record. 

(The material was supplied as follows:) 


846 BAB 

967 

300 

182 
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Supervision of the Federal depositary system 


Increase over base 0 


The work relating to this activity involves the designation and supervision of 
depositaries throughout the United States and _ in foreign countries. These 
depositaries handle the receipt and safekeeping of Government funds and perform 
numerous other banking services. The principal services rendered by the banks 
under their designation as depositaries are (1) the acceptance of deposits from 
Directors of Internal Revenue, postmasters, military finance officers, and other 
Government officers for credit of the Treasurer of the United States, (2) the 
maintenance of official checking accounts of postmasters, clerks of the United 
States courts and other Government officers; and accounts such as military 
organizational accounts, the balances in which are public moneys as defined in 
title 12, section 265, United States Code, (3) the furnishing of bank drafts to 
Government officers in exchange for their collections, thereby facilitating the 
transmission of such collections for subsequent deposit to the credit of the 
Treasurer of the United States, (4) the servicing of State unemployment com- 
pensation benefit payment and clearing accounts and veterans unemployment 
compensation’ benefit payment accounts, (5) the operation of limited banking 
facilities at military posts and reservations, (6) the furnishing of cash to military 
disbursing officers for payroll and other purposes, and (7) the performance of 
other banking services as need therefor arises in Government departments and 
agencies. 

Supervising the Federal depositary system involves the investigation of the 
facts and circumstances surrounding each case where the depositary services are 
needed; consideration of collateral requirements to secure deposits; the examina- 
tion of depositary reports showing the volume of business handled and the expense 
incident thereto, which reports are used as a basis for the allotment of Treasury 
balances and depositary bonds; the checking of statements and information 
relating to collateral; and administering the depositary functions under the 
withheld-tax program. This work requires contacts with bankers, analysis of 
numerous reports, and the handling of considerable correspondence with financial 
institutions designated as depositaries and financial agents of the Government. 

During the fiscal year 1953, the work in this activity continued to increase 
substantially without increase in personnel, with resulting backlogs. The in- 
crease in work has resulted primarily from providing essential banking services 
requested by the Department of Defense. During the fiscal year 1953, the 
number of banking facilities operated at military posts and reservations in the 
United States and Territories increased from 185 to 225. During the same 
period banking facilities operated in foreign countries for use by military installa- 
tions increased from 109 to 149. During 1953 the Department of Defense con- 
tinued to request that depositary facilities be provided at locations throughout 
the United States and other parts of the world for use by disbursing officers for 
obtaining cash for payroll and other purposes and for making deposits for the 
credit of the Treasurer of the United States. 

During the fiscal year 1953, little attention was given to the examination of 
analyses submitted by the banks because all available personnel had to be assigned 
to duties in connection with depositary services currently being requested by 
Government departments and agencies. The examinations of these analyses are 
an important function because they are used as a basis for the adjustment of 
Treasury balances maintained with depositaries. During the past several years 
the greater part of such analyses have not been reviewed with the result that in 
many cases Treasury balances carried with Government depositaries are not 
commensurate with services rendered. 

Also, during the past several years funds have not been available to conduct 

rsonal investigations of depositaries which, particularly in the case of banking 
acilities, are essential to the proper handling of many problems. In establishing 
banking facilivies, personal investigation is invaluable in handling such problems 
as the assignment of adequate quarters, the availability of equipment, the type 
of services to be rendered, and the overall cost of operations which the Department 
offsets by the maintenance of a Treasury balance. Such questions can be satis- 
factorily solved only through a joint conference with the banks and the depart- 
ment or agency involved. 

The following table reflects the work volume for this activity: 
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ae follows a statement reflecting the obligations by object class for this 
activity: 
Summary by object class 


vel 
Transportation of things 
Communication services 


Supplies and materials 


Equipment 
Taxes and 


Total obligations. 


Mr. CanFizEvp. For this item $97,555 is requested. Has there been 
any change under this activity since you were here last year? 

r. Maxweu. No, sir, Mr.Chairman. That function and activity 
is just the same as heretofore but because of the reduction in force 
they have not been able to do the job the way it should be performed. 
For instance, we get about 655 reports from banks every month, but 
we have only been able to review about 30 percent of those monthly 
and in the case of foreign depositaries, 29 percent. We have been able 
to examine only 88 percent of those at military posts. But we hope 
by the end of this year, through economies, to assign persons to help 
them on that work. 


EXECUTIVE DIRECTION 


Mr. Canrie.p. Without objection, pages 41 through 46 will be 

inserted in the record at this point. They relate to the executive 

direction of the Bureau of Accounts, for which $94,396 is requested. 
(The material referred to is as follows: 


Appropriation base for 1955 
Budget estimate for 1955 
Increase over base 


Depositaries supervised 
1954 esti- | 1955 esti- 
1953 actual | “mate mate | 
Number of depositaries: 
Authorizations end 
‘Treasurer’s general 675 
73 
Banking facilities: 
225 
Changes in authorizations during year_..............-.-.--.----.--- 576 
A pria- Estim 
tlon base Increase 
1955 
Executive direction 
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Executive direction relates to the Office of the Commissioner and Associate 
Commissioner. This office is not only responsible for the operation of the 5 
major activities reflected herein but the overall direction and supervision of the 
Division of Disbursement consisting of a Washington office and 25 field offices 
having an annual work volume of approximately 200 million payments, collections, 
and issuance of savings bonds. The work of the operating divisions of the Bureau 
are diverse and complex. This presents an unusual type of management problem 
in establishing policies and procedures in connection with their operation. This 
activity also includes actuarial and technical matters involved in Treasury financ- 
ing including actuarial estimates for Federal trust funds required by statute. 

Work measurement for this activity is not practicable. 

There follows a statement reflecting the obligations by object class for this 
activity: 

Summary by object class 


Appropriation Estimate 
base 1955 1955 


Personal services 

Transportation of things 
Communication services 
Printing and reproduction 
Other contractual services - 
Supplies and materials-__- 
Taxes and assessmen 


The appropriation base for 1955 includes $14,717 for the Office of the Govern- 
ment Actuary transferred to the Bureau of Accounts from the technical staff 
pursuant to Treasury Order No. 170-1. 


Analysis of direct and indirect obligations by activity 


Appropriation estimate, 1955 


Direct Indirect Total 
obligations | obligations | obligations 


1. Processing deposits of withheld tax payments $801, 393 0 $801, 393 
2. Financial reporting and maintenance of the Government’s 
central accounts 1, 305, 464 $90, 423 1, 395, 887 

3. Development and installation of accounting and reporting 
ste’ 142, 780 8, 599 151, 379 


surety bonds 143, 799 15, 591 
5. Supervision of the Federal depositary system .............. 88, 938 8, 617 
6. Executive direction 88, 923 5, 473 


Total 2, 571, 297 128, 703 


e cost of salaries and other expenses of the Bureau relating to the preparation 
of the payroll, personnel administration, budget preparation, administrative 
accounting, maintenance of files, stenographic services, supplies, storeroom and 
messenger service amounting to $128,703 has been prorated among 6 activities. 
The pests for this proration was the percentage of employees assigned to each 

stivity. 


Increase 
68 
159, 390 
07, 555 
94, 396 
2, 700, 000 
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Standard classification schedule 


Increase (+-) or decrease 
Appropri- Appropri- | (~) 1955 estimates over 
ation esti- base | ation esti- 

mate 1954 mate 1955 1954 


estimate 


Total number permanent positions 
Average number of employees 
Average salaries and grades: 
General schedule grades; 
Average grade... ............- 


ORJECT CLASSIFICATION 


Personal services: 
Permanent positions 
Regular pay in excess of 52-week base_. 
Payment above basic rates 


2 


333233332 | S23 
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Communication services 

Rents and utility services... 

Printing and reproduction_. 

Other contractual services. 
Reimbursements to Federal Reserve banks 
Supplies and materials 

Equipment. 

Cash awards 

Taxes and assessments 


TO BupcGet Estimates, 1955 
DrceMBER 12, 1952. 


Treasury DEPARTMENT ORDER No. 164 


By virtue of the authority vested in me as Secretary of the Treasury by Re- 
organization Plan No. 26 of 1950, it is hereby ordered as follows: 

1. There is hereby established a Division of Central Accounts in the Bureau 
of Accounts to which shall be transferred and into which shall be consolidated 
the functions of the Division of Bookkeeping and Warrants and the accountin 
units of the central and field installations of the Division of Disbursement, wa 
the functions of which shall include the maintenance of such central accounts as 
may be required to comply with section 114 of the Budget and Accounting 
Procedures Act of 1950. 

2. The unexpended balances, now available or to be made available, of appro- 
priations, allocations, allotments or other funds of the Division of Disbursement 
necessary for the performance of the functions transferred from such Division 
bv paragraph 1 hereof, shall be merged with the appropriations, allocations, 
allotments and fun’s of the Bureau of Accounts available for the performance 
of the other functions transferred under such paragraph. 

3. There is hereby established a Division of Deposits and Investments in the 
Bureau of Accounts to which shall be transferred and into which shall be con- 
solidated the functions of the Division of Deposits, the Division of Investments, 
and the Section of Surety Bonds. 

4. There is hereby established a Division of Central Reports in the Bureau of 
Accounts to which shall be transferred the functions of the Division of Financial 
Reports and such other functions relating to the preparation of reports as are 
provided in section 114 of the Budget and Accounting Procedures Act of 1950. 

5. The Commissioner of Accounts:shall have responsibility for the development 
and administration of departmental internal auditing — and regulations to 
be observed in the several bureaus and offices of the Treasury Department, pur- 
suant to section 113 (a) of the Budget and Accounting Procedures Act of 1950, 
these functions to be performed by the accounting systems staff created pursuant 


385 377 -8 

$4, 481 $4, 557 dy +76 

GS-o.7 GS-5.7 GS-5. 7 

$1, 682, 208 | $1,682, 208 |........-... —$27, 900 

6, 433 ee —100 

Total personal services..............| fj 1,692,950 | 1,692,950 |........... —28, 000 

37, 000 +3, 000 

75, 000 gee —3, 000 

103, 050 +3, 400 

751, 500 —4, 500 

11, 500 

5, 000 5, 000 

Total appropriation or estimate......| 2,729,100 | 2,700,000 | 2,700,000 |............ —29, 100 
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to Reorganization Plan III, which became effective on June 30, 1940, by action 

of the Congress. The term “internal auditing” shall, for the purposes of this 

order, be deemed to relate to an examination of financial transactions, records, 

[search ay reports, and of funds, securities, and other assets of the Treasury 
partment. 

6. Such of the personnel, property, and records utilized by the Division of 
Bookkeeping and Warrants and the Division of Disbursement for the performance 
of functions transferred by paragraph 1 of this order and such of the personnel, 
property, and records utilized by the Division of Deposits, the Division of Invest- 
ments, and the Section of Surety Bonds for the performance of functions trans- 
ferred by paragraph 3 of this order, and such of the personnel, property, and 
records utilized by the Division of Financial Reports or elsewhere within the 
Bureau of Accounts for the performance of functions transferred by paragraph 4 
of this order, as may be determined by the Commissioner of Accounts to be neces- 
sary to effect the performance of such functions, shall be transferred, respectively, 
to the Division of Central Accounts, the Division of Deposits and Investments, 
and the Division of Central Reports. 

7. At the head of each Division established herein, there shall be a Deputy 
Commissioner of Accounts who shall perform his duties under the general direc- 
tion of the Commissioner of Accounts. 

8. This order shall become effective on January 4, 1953. 


Joun W. Snyper, 
Secretary of the Treasury. 


APPENDIX TO EstimatEs—1955 


Tue SECRETARY OF THE TREASURY, 
Washington, February 27, 1953. 


TREASURY DEPARTMENT ORDER No. 170-1 


By virtue of the authority vested in me as Secretary of the Treasury by Re- 
organization Plan No. 26 of 1950, it is hereby ordered that effective March 1, 1953, 
the following functions of the Office of the Technical Staff shall be transferred to 
Bureau of Accounts: 

(1) Responsibility for the preparation of the Annual Report of the Secretary 
of the Treasury on the state of the finances and the Treasury Bulletin. 

(2) Functions and responsibilities of the Government Actuary. 

Such personnal, funds, records, and equipment as are determined to be necessary 
to perform the foregoing functions shall be transferred from the Office of the 
Technical Staff to the Bureau of Accounts. 

The unexpended balances now available, or to be made available, of appropria- 
tions, allocations, allotments, or other funds of the Office of the Technical Staff, 
necessary for the performance of the functions transferred shall be merged with 
the appropriation of the Bureau of Accounts available. 

This order amends the provisions of Treasury Department Order No. 164, 
dated December 12, 1952, and Treasury Department Order No. 170, dated 
February 19, 1953. 


G. M. Humpnrey, 
Secretary of the Treasury. 


PERSONNEL 


Mr. CanFrevp. Since this relates to the executive or administrative 
activities of the Bureau, are there any schedule C positions here? 
Mr. Maxwe tu. We have no schedule C positions in this activity— 
“Executive direction.”’ We do not have any in the whole Bureau. 
Mr. CanrireLp. How many personnel were transferred to the Bureau 
from the Office of the Government Actuary? 
Mr. Maxwe tt. Three. 
Mr. Canrietp. What grades? 
Mr. Maxwe tt. One grade 13, 1 grade 11, and 1 grade 6. 
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LIQUIDATION OF RECONSTRUCTION FINANCE CORPORATION 


Mr. CanrteLp. Your Bureau normally handles the liquidation of 
activities which have served their purpose, such as the Commission for 
Renovation of the Executive Mansion. Does your Bureau have any 
responsibility with regard to the liquidation of the Reconstruction 
Finance Corporation? 

Mr. Maxweuu. Not up to this time. The act of July 30, 1953, 
provides the liquidation of the Reconstruction Finance Derpetation 
will be part of the Treasury Department’s responsibility beginning 
July 1, 1954, and what the Secretary does with the liquidation of the 
RFC at that time is something on which J have no aieinalion 


LEND-LEASE ACCOUNTS 


Mr. Canrretp. You have also under your jurisdiction the handling 
of lend-lease accounts? 

Mr. Maxwe... Yes, we do. 

Mr. Canrreip. Will you discuss that for the record at this time? 

Mr. Maxwe tt. Yes, sir. We have the responsibility for billing 
the amounts due to the United States under the lend-lease agreements. 
The policy matters were retained by the Department of State but the 
problenh of rendering bills and receiving collections was placed within 
the Treasury Department by various Executive orders of the Presi- 
dent. The gross amount of the lend-lease accounts receivable billed 
on December 31, 1953, was $4,740,000,000, of which $2,319,000,000 


has been repaid in cash or credits, leaving a balance due the United 
States of $2,420,000,000 after giving effect to amounts due — 
y 


governments. These collections are usually received semiannua 
and are deposited in miscellaneous receipts of the Treasury. The 
cumulative amount received through last fiscal, including interest, 
— $1,951,000,000 while the amount collected in 1953 was $74 
million. 

Mr. Canrretp. Will you tell us what countries have settled their 
lend-lease accounts and what countries are in arrears? 

Mr. Maxwett. Yes, sir. Very few have paid up entirely. As 
you know, there are a number of agreements each country had with 
the United States. The main lend-lease agreement was entered into 
early in the war; the pipeline agreements represented the materials in 
transit at the end of the war; and certain cash agreements were entered 
into whereby the countries agreed to pay cash for other than military 
supplies. Under these agreements, these countries have paid to us 
certain amounts at various times. Some of the agreements with such 
countries, such as cash agreements, may be entirely settled, but gen- 
erally the main lend-lease agreements are not settled up because they 
were based on repayment over a period of time, some as long as 50 
years; also under some agreements, payments were deferred for several 
years; that is, there was a lapse of 5 years before payments were 
required. I have here a table which reflects the amounts due. 

r. CANFIELD. Without objection that will be inserted in the record 
at this point. 

(The information requested is as follows:) 
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ACCOUNT WITH SOVIET UNION 


Mr. Canrie.tp. What is the status of the account with the Soviet 
Union? 

Mr. Maxwe.u. The balance due from the Union of Soviet Socialist 
Republics under their pipeline and cash agreements is $240 million. 
They have paid us this year $2,800,000 which was their computation 
of interest amount due. 

Mr. Sreminski. Was that all cash? 

Mr. Maxwe tu. That was cash. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Maxwe tt. This amount was based on their calculation. Up 
to date they have not entered into an agreement with the State 
Department as to the amount which they will repay under the original 
lend-lease agreement. The amount which I have just given you is 
the figure shown on their records as the interest amount due under 
the pipeline and cash lend-lease and surplus-property agreements. 
The first payment on principal under these agreements is due July 1, 
1954. 

Mr. Steminskt. Mr. Chairman, I would like to ask, is this the first 
payment that they have made, or has this been spread out; and if so, 
since when? 

Mr. Maxwe tu. They have been paying regularly the last few years. 
They owed $270 million in principal and interest, of which they have 
paid roughly $30 million. 

Mr. Sieminski. Would you say these payments have been going on 
since the bullets stopped? 

Mr. Maxwe .., | think they have been going on the past 6 or 8 
years, but I can check that and put it in the record. 

(The information referred to is as follows:) 

Of the amount of $33,273,795 paid to the United States by the Union of Soviet 
Socialist Republics, $10,036,258 was paid under cash agreements prior to the close 
of the war. The balance, viz, $23,237,537, has been paid on its ‘‘pipeline’’ 
agreement beginning on July 1, 1947, the latest payment being July 1, 1953. 

Mr. Canrievp. Off the record. 

(Discussion off the record.) 

Mr. S1eminski. This is very interesting, Mr. Chairman. The other 
day in my discussion of the Treasury situation, in connection with the 
money plates and Mr. Harry Dexter White, I wondered whether the 
reason for the money plate deal was that Russia had asked but could 
not obtain currency on a lend-lease basis with which to keep the 
vanquished population of East Germany working on a solvent lenin: 
I do not think this aspect of cash lend-lease has been openly brought 
out. You state that Russia was given cash on a lend-lease basis and 
therefore there is no reason for her to have worked an under-the-table 
money plate deal, which was purely a crooked deal; the Washington 
Post recently revealed in a Sunday article on Mr. White, that the 
amount of money Russia milked us for on that deal was $240 million. 
So she has really robbed us, and presumably, with the money she 
robbed us of, she now pays us back. Is that correct? 

Mr. Maxwe tt. I did not mean to give the impression that this 
$240 million is cash which we gave to the Russians. This represents 
lend-lease materials and services and whatever other kinds of items 
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would be furnished to them under lend-lease such as locomotives, 
automobiles, and supplies. 

Mr. Gary. During the war? 

Mr. Maxwe.u. During the war. 

Mr. Stemrnski. The Washington Post article reveals that the 
amount of money Russia gained by the money plate deal came to 
about $240 million. The characteristic thing about Americans, as I 
understand our history, is that we have been fair even to the bitterest 
enemy, and the way General Lee was handled at the end of the Civil 
War is the way I like to feel we will always act in victory or defeat. 
I wondered if it was possible for 1 of the 4 Allied Powers, after the 
war, to come to the Treasury of the United States and say, “We did 
not have money to buy material. You gave us a lend-lease deal on 
war goods to survive. Now we are going to go in and occupy a van- 
quished people. We do not have the cash to do it. Uncle Sam, can 
you give us the amount we need to stay in the game, to present an 
allied front so that the reconstruction of these people is developed?’ 

Are the funds you deal with that type of funds? 

Mr. MAaxwetu. No, sir. 

Mr. Sreminskit. Do you know whether it was possible for Russia 
to come to one of the allied powers and obtain credit or money with 
which to carry on her share of the occupation? 

Mr. Maxwe vt. It is not in my field, but as far as I know there is 
no place they did go to get such money, and I doubt if there was such 


a 
Ar. Stemrnskt. Off the record. 
(Discussion off the record.) 


UNIFORM ACCOUNTING PROCEDURES 


Mr. Gary. Mr. Maxwell, I noticed you said a few moments ago 
that you are changing the policy with reference to a uniform account- 
ing system for the various departments. Does that mean that you are 
abandoning uniform accounting procedures? 

Mr. Maxwe.t. Mr. Gary, if you mean the detailed procedures, I 
think we could say that in some respects they will not be the same; 
in other respects they will be the same. The requirements would be 
the same for every organization for accounting for appropriations, 
allotments, and that sort of thing—the accounting antes be substan- 
tially the same. However, where you get in other areas like the 
Bureau of Engraving and Printing, which is more or less a manu- 
facturing institution, the accounting for that organization as a whole 
would be different from Farmers Home Administration, which makes 
loans. So the General Accounting Office has followed the general 
policy of letting the agency work out the detailed accounting pro- 
cedures which meets their particular requirements, to furnish their 
management, or administrators, with the information they need, and 
if the system so developed agrees with the standards and principles 
of accounting established by the General Accounting ce, then 
they will approve the system. The principles and standards of 
accounting apply to all agencies. By that I mean, such matters as 
internal checks, full disclosure in financial statements that agree with 
the accounts, and so on. 
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Mr. Gary. My understanding is that one of the principal advan- 
tages of a uniform system is for comparative purposes. 

Mr. Maxwe tu. That is correct. 

Mr. Gary. Will your procedures be sufficiently uniform to furnish 
adequate comparisons? 

Mr. Maxwe tt. That is correct. Information on obligations, ex- 
ae and similar data throughout the Government service will 

e on a uniform basis. 

Mr. Gary. It was my understanding all along that you would not 
insist on identically the same system in each department, but you 
would have a model uniform system and then you would deviate from 
that system when necessary, to meet the peculiar requirements of a 
department, but that you would still retain certain uniform proce- 
dures so that you could compare the items of one department with those 
of another and get some idea as to the general operation of the Gov- 
ernment. In other words, there would be some variations in the 
systems adopted for the different departments, but there would be a 
general uniform pattern. 

Mr. Maxwe tt. I think you have stated it better than I did. As 
an example, until the Ist of July agencies were permitted to report 
their expenditures on a vouchers-approved basis or a checks-issued 
basis. Beginning on July 1 they were required to report them all on 
a checks-issued basis so as to obtain uniformity. 

Mr. Gary. You have not changed that policy? 

Mr. Maxwe That is right. 

Mr. Gary. But you are modifying uniform procedures to meet the 
particular needs of each department? 

Mr. Maxwe .t. | think that is a fair statement. 


JOINT COMMITTEE 


Mr. Gary. Do you still have the Joint Committee? 

Mr. Maxwe wu. That is correct, composed of the Secretary of the 
Treasury, the Director of the Bureau of the Budget, and the Comp- 
troller Genbral. 


Mr. Gary. And is that committee functioning actively today? 

Mr. Maxwetu. Yes. They had planned to have a meeting some 
time in January, but other things have been pressing so it has been 
postponed. There also was a meeting last winter of the Joint Com- 
mittee. 


FEDERAL FUNDS DEPOSITED IN BANKS 


Mr. Gary. To what extent are Federal funds deposited in banks, 
Mr. Maxwell? 

Mr. MaxweE.u. Well, all collections of Federal officers are deposited 
in a Government depositary except the collections here in Washing- 
ton, D. C., which are sent directly to the Treasurer of the United 
States. The Directors of Internal Revenue and other Federal officers 
who collect fees deposit them with a depositary in their general 
locality. We cannot have a general depositary in every city, because 
it would cause too much administrative work, so in many cases we 
have draft depositaries where the collector can get a draft and send 
it to his main office. 
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Mr. Gary. Would you have any idea as to the amount of the 
average daily balances on deposit in the various banks throughout 
the United States? 

Mr. Maxwe t. I am afraid I do not have that figure with me, Mr. 


r. Gary. Will you supply it for the record, please? 

Mr. Maxwe tu. Yes. 

(There follows a statement reflecting the average daily balances on 
deposit in the various banks in the United States: ) 


Average daily balance in deposits for December 1953 
Depositories: 
Federal Reserve banks: 
Available funds $559, 974, 146 
In process of collection 162, 774, 840 
Special depositaries, Treasury tax and loan accounts 3, 215, 323, 928 
Other depositaries 528, 688, 286 


4, 466, 761, 200 


INTEREST ON FEDERAL DEPOSITS 


Mr. Gary. Do the banks pay interest on those funds? 

Mr. Maxwe.u. No; under the law as revised by the Banking 
Act of 1933, banks no longer were permitted to pay interest on an 
demand balances, including those of the Treasurer of the United 
States. Since that time they have paid no interest. 

Mr. Gary. Why? 

. Maxwe .t. It is a legal provision. 

. Gary. On account of law? 

. Maxwe tu. Yes. 

. Gary. I would like to state that the same situation existed in 
Virginia for a long time and we revised the law to require the banks 
to pay interest. I noticed that our senior Senator from Virginia, 
Senator Byrd, stated, I think on the floor of the Senate, the other 
day, that in his opinion the banks should be required to pay interest 
on Federal deposits. This appears logical to me, also. If the Gov- 
ernment were holding bank funds, the Government would pay the 
banks interest and I see no reason why the banks should not pay a 
reasonable interest on the Federal funds they are holding. These 
balances are maintained on a fairly normal average; are they not? 

Mr. Maxwe.u. We have several different types of depositaries. 
The general depositaries are required to transmit to the Federal 
Reserve banks all receipts over a specified amount. We have the 
tax and loan accounts in which the banks hold Government funds 
until we need them, and of course, we draw against them twice a 
week as we need the funds. Then there are other depositaries in 
which we place Treasury balances as a basis for services performed 
for the United States, like a commercial company will put money 
with a bank to obtain services. 

Mr. Gary. But so far as the bank is concerned, that money is on 
deposit and those deposits are fairly uniform so that the bank can 
count on having a certain amount of money on hand regularly, which 
allows the bank to make loans to their customers on that basis? 

Mr. Maxwe tv. There can be considerable variation in the tax and 
loan accounts. Banks have their own experts to make estimates as to 


|_| 


101 


how much and how long Treasury balances will remain in these 
accounts and the amount they can loan. 

Mr. Gary. But they do loan that money? 

Mr. Maxwe tt. Oh, yes. 

Mr. Gary. And they earn interest on it and the Government gets 
nothing from it? 

Mr. Maxwe tt. That is right. 

Mr. Gary. Do you know whether or not the Treasury Department 
is making any review of that situation? 

Mr. Maxwext. I do not know. 

Mr. Gary. It seems to me that it is a situation that should be very 
carefully reviewed, and I see no reason why the banks should not pay 
a reasonable interest. There may be a reason, but if there is I would 
certainly like to know it and I hope that some adequate study will be 
made so that a proper solution may be found. 

Mr. Sreminski. On the other hand, though, if that loan defaulted, 
who makes good? <A loan made by one of those banks, a risk loan, if 
it went bad who would have to make that loan good? 

Mr. Gary. The bank. But the point I am making is that when a 
bank makes a loan it has to have on deposit a certain amount of cash 
from which the loan is made. The deposits determine the amount 
of money that it can loan. 

Mr. Sreminski. I understand. Granted that they are using tax- 
payers’ money, they are kind of brokers parlaying money into more 
money. Presumably the money is going to develop America. Your 
point is that you think the citizens of America should get some con- 
sideration for the use of their money. 

Mr. Gary. My point is I see no reason why the United States should 
not get a reasonable interest. 

Mr. Sreminski. But is that quite Chanel No. 5? The Government 
is not in business to make money. It is socialism, is it not? 

Mr. Gary. I do not think that it is socialism. When you let a 
bank take Government money and earn interest on it, I think the 
bank should share a part of their earnings with the Government. 

Mr. Sreminski. Was not John Q. Public taking RFC money, and 
was it not put on the block because it was wrong? 

Mr. Gary. The banks are lending that money out, and properly so. 
I think the whole scheme is entirely proper, but I still do not see why 
they should not pay some interest. 

Mr. Stemtnsxi. I think some Congressman could address the 
American Association of Bankers and say, ‘Boys, we will not call you 
Socialists if you turn back some of that money to Uncle Sam.” 

Mr. Vurseuu. Will you yield for a question? 

Mr. Gary. Yes. 

Mr. Vurse.t. I was called to the telephone when this discussion 
started. Do you know how much money is in the hands of the 
various banks, Government money? 

Mr. Gary. I asked that question, Mr. Vursell, and he could not 
furnish the figure but said he would furnish it for the record. 
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Mr. Maxwett. I have a figure showing the balance for all the 
banks on January 14. In the special depositaries—tax and loan 
accounts—$2,220,000,000; and in the Federal Reserve banks, available 
funds $7,046,000; and in process of collections, $205 million. In 
other depositaries there were around $500 million. 

Mr. Vursetu. I would like to make the observation that in the 
State of Illinois State money is placed with various reputable banks 
and while I do not know the small amount of interest they pay, I do 
know that there is paid into the State Treasury a reasonable and low 
interest rate for the use of that money, and it would seem to me that 
ro, it would be equitable for the Federal Government to get a 
ow rate of interest from the banks that use Federal money. 

Mr. Maxwe tt. I will be glad to pass those views along. There 
have been from time to time some remarks about those particular 
points, but whether or not the Treasury is now considering initiating 
action on that particular point, I do not have any information. 

Mr. Gary. Off the record. 

(Discussion off the record.) 


LIQUIDATION OF THE RFC 


Mr. Gary. Mr. Maxwell, you said the liquidation of the RFC has 
not yet been turned over to your Bureau? 

r. Maxwe tt. No sir; not to the Treasury Department. The 
law states July 1, 1954, and the RFC is liquidating its own assets 
now. 

Mr. Gary. In the meantime, the Small Business Administration 
is taking over their lending authority? 

Mr. Maxwe tt. Some of it. I do not think they have the borrow- 
ing authority that the RFC did. 

r. Gary. But they are taking over a lot of the lending that the 
RFC formerly did? 

Mr. Maxwetut. That is correct. 
Mr. Gary. That is all, Mr. Chairman. 


PROCESSING OF WITHHELD TAX PAYMENTS 


Mr. Canrie.tp. What percentage of your work is in the processing 
of withheld tax payments? Is it about 40 percent? 

Mr. Maxwe.u. At the present time, with the transferred functions, 
the cost is around $800,000 out of $2,700,000, so that would be less 
than 40 percent—about 30 percent. 

Mr. Canrietp. Last year you told us that the earlier collection of 
these funds resulted in accruals to the Treasury of some millions of 
dollars. For instance, in 1952 it amounted to $41 million. 

Mr. Maxwetw. That is right. The accrual to the Treasury from 
the earlier collection is estimated for 1954 at $47 million. That is at 
the lowest interest rate for short-term obligations. 

Mr. Canrievp. Describe for the record how that works out. 

Mr. Maxwe tt. Prior to the use of depositary receipts, the tax- 
pose filed his return and paid the taxes at the end of each quarter. 

nder the present procedure, every taxpayer who collects $100 or 


more a month from his employees for withholding taxes must pay 
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such amount into the Treasury monthly. For the first month of 
the quarter, the tax will be paid on an average of 75 days earlier, 
and the second month of each quarter, 45 days earlier. By having 
the earlier use of these moneys, the borrowing from the public for 
those periods of time is possibly reduced or eliminated. This results 
in a computed-interest value of approximately $47 million. 


REIMBURSEMENT TO FEDERAL RESERVE BANKS 


Mr. CanrFretp. Do you reimburse Federal Reserve banks for the 
actual cost of handling deposits of withheld income, social security, 
retirement taxes of railroads, and printed depositary receipts and 
envelopes? 

Mr. Maxwe tu. The printing is paid by us directly to the Govern- 
ment Printing Office. But we do reimburse the Federal Reserve 
banks for services and costs for the collection of the money from the 
taxpayers, the issuance of receipts, and subsequently comparing the 
receipts received back through the Director of Internal Revenue to— 
make sure they are the same amounts as issued, just as we all verify 
our checks that come back from our banks. 

Mr. CanrFieLp. You estimate that amount to be how much, to 
reimburse the Federal Reserve banks? 

Mr. Maxwe.u. $751,500. 


TREASURY DAILY STATEMENT 


Mr. Canrrevp. Mr. Maxwell, your Bureau has to do with the 
preparation of the daily Treasury statement? 

Mr. Maxwe... Yes, sir. We have the technical supervision of 
the preparation of it. The Treasurer’s office does much to get the 
figures together and send it to the Government Printing Office. 
Under our new procedures we will furnish the figures to the Treasurer’s 
Office for a monthly budget statement and he in turn will send it to 
the Government Printing Office. 

Mr. CanrFrevp. Has there been any change in that in the last year? 

Mr. MaxweELL. Yes, sir. It used to be a 4 page statement and we 
reduced it down to a 2 page statement—1 letter size sheet printed 
on both sides. It was merely a condensation of the material pre- 
viously published daily. 

We also, instead of publishing a detailed statement on the 15th of 
every month, changed to a quarterly statement, reduced to letter size. 
However, beginning very soon we hope to revise the basis on which 
the daily figures are published and it will probably be next month 
before we are able to put them into effect. We have been working 
with the Budget Bureau and the General Accounting Office trying to 
work out a statement that will give the information each needs, and 
we think we are coming up with something that will be an improve- 
ment. It will mean our published figures for the budget, the combined 
statement and the daily Treasury Statement will be in agreement. 
Heretofore there have been differences in the base. 

Mr. Canrrexp. Off the record. 

(Discussion off the record.) 
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HANDLING OF OLD, OUTSTANDING CHECKS 


Mr. Canrretp. What is meant by handling claims and issuance of 
substitute checks in connection with uncurrent and stale checks? 

Mr. Maxwe tv. Under the law, a check, after it is 10 years old, is 
no longer negotiable and it is necessary to issue a new check. Up 
to that time, the check can be negotiated; the commercial banks will 
send them through the normal channels and they will be charged to 
the Treasurer’s account. The issuance of the substitute check is to 
take care of a claim where a check is lost or destroyed. The non- 
current checks are those the amounts of which have been transferred 
to an account which we have established to clear the disbursing 
officer’s account from all his outstanding checks. In other words, 
in order to clear all disbursing officers checking accounts for checks 
more than 2 years old, such balances are transferred to a single 
account from which all these old, outstanding checks are paid. 

_ We account for these in the Investments Branch where the amount 
of those consolidated balances are put in a single account. When the 
old checks come in, they are charged to that account; we keep the 

administrative accounts. 

Mr. Canrretp. In other words, after 10 years, in order to get 
Te on a Government check, a claim has to be made? 

Mr. Maxwe tu. Yes, except on public-debt checks. 

Mr. Canrretp. What are the mechanics of filing? 

Mr. Maxwetu. The person just identifies himself as the owner of 
the check and indicates the description of it and mails the check in. 
Sometimes, they may send it to a bank and the bank, not knowing 
that it is no longer negotiable sends it on through; but it will be 
bounced back and they are advised to make a claim on the Treasury. 
The General Accounting Office verifies the fact that the check was 
outstanding and if it is a good claim, it is transmitted to the Treasury 
for recording and issuance of a new check. 

Mr. Canrretp. How long does a payee have in order to file a claim; 
is there any limitation? 

Mr. Maxwe tt. There is no limit on that; no. 

Mr. Canrrevp. In your testimony last year, you said— 

Based on information received from the General Accounting Office, it was 
estimated that the average number of outstanding checks lost or in the hands of 
holders is about 12 million. Of this number, over 90 percent are paid by the 
Treasurer within 10 years, leaving approximately 1 million outstanding after that 
period. The number of stale or uncurrent checks cleared through the accounts 
maintained in the Investments Branch during the fiscal year 1952 was 123,427, 
amounting to $8,355,000. 

Of course, I suppose there are some Government checks that are 
never paid, unless suit is instituted by payees. What happens to 
those funds? 

Mr. Maxwe.u. They just remain as outstanding checks. The 
detail records of outstanding checks were turned over to the General 
Accounting Office several years ago, but when we were keeping them, 
the outstanding checks went back to 1866. We have quite a few 
outstanding that, I suppose, will never turn up. 
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APPRAISAL OF COMMODITY CREDIT CORPORATION 


Mr. Canrretp. Mr. Maxwell, did you make an appraisal of the 
Commodity Credit Corporation? 

Mr. MAxweEL..L. Yes, sir, we do that once each year. 

Under the law of 1938, the Secretary of the Treasury must make an 
appraisal to determine whether or not the net worth of the Corpora- 
tion is in excess or under $100 million capital, if it is in excess, such 
excess must be returned to the Treasury. If it is under the $100 
million, an appropriation request is submitted to Congress and, if 
approved, the money is credited to the Corporation to bring its capital 
back to the $100 million. 

However, in recent years, instead of making an appropriation, the 
Congress has seen fit to cancel obligations covering amounts which the 
Corporation owes the Secretary of the Treasury. 

The Corporation is authorized to borrow from the Treasury, and 
they give us notes for the amount of their borrowings and in lieu of 
appropriations, to make up an appraised deficit, the Congress has 
authorized the cancellation of an equivalent amount of such notes. 

Mr. Canrietp. What is the situation today with reference to this 
situation? 

Mr. Maxwe ut. That figure isn’t yet quite determined. We bave 
not yet had the appraisal committee meeting to determine the exact 
amount. The latest estimate is that the amount will be about $30 
million less than the figure on the books of the Corporation. 

You see, in maintaining their books, the Corporation is not limited 
by law in the establishment of their valuation reserves. But the law 
says that an appraisal shall be made based on cost or market, which- 
ever is lower. So there is room for a difference in the reserves for 
estimated losses. They now have roughly $30 million more reserve 
on their books than we figure should be allowed. 


AGENCIES BEING LIQUIDATED 


Mr. Canrietp. Mr. Maxwell, will you have inserted in the record 
a brief statement concerning the various commissions and agencies 
that you are required to liquidate under the law? 

Mr. Maxwe.t, We will be glad to. 

Mr. CanrFre.p. That is, to the extent that the liquidation has been 
made, similar to the testimony that you gave last year. 

Mr. Maxwe tu. We will be glad to, certainly. 

(The material referred to is as follows:) 
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Agencies in liquidation by the Treasury Department, Bureau of Accounts 


agency 
as been 
Date agen ncaa: ated or 
timated 


Executive order or oth transfe' 
authorization for liquidation to Treasury 
Department 
tically 
iquidated 


of Central Administrative Serv- Dec. 1,1944 | June 30, 1949 
ces. 

July 1,1945 | June 30, 1947 
7 Sept. 14,1945 | Dee. 31, 1947 
Office of Censorship. __. Nov. 16,1945 | June 30, 1948 
Office of War Information Eneoutive Order 9608 Jan. 1,1946 | Dee. 31, 1947 
Office of Civilian Defense Property Board letter of Mar, 26, | Apr. 1, 1946 | June 30, 1949 
Committee on Fair Employment Practice Presidentia letter of May 18, | May 18,1946 | Dec. 31,1947 
Price Decontrol Board letter of June 20, | Tuly 1,197 Do. 


Office of Defense Transportation Order 10065 July 1,1949 | June 30, 1951 
Philippine War Damage Commission 2 letter of Mar. 29, | Apr. 30, 1951 (@) 


Renovation of the Executive Mansion... __ Presidential letter of Oct. 13, | Oct. 31,1952 | Dee 31, 1952. 
Motor Carrier Claims Commission Presidential letter of Oct. 20, | Dec. 31,1952 | June 30, 1953 
National Capital Sesquicentennial Com- Presidential letter of Dec, 20, June 30, 1954 


mission. 
Economic Stabilization Agency Executive Order 10494..___ Nov. 1, 1953 


1 Liquidated pursuant to an agreement with Interstate Commerce Commission, since Bureau of Ac 
counts had custody of records. 
Undetermined. 


IMPROVEMENT OF GOVERNMENT ACCOUNTING SYSTEMS 


Mr. Gary. Mr. Maxwell, what progress has been made or is being 
made in improving the accounting systems of the various govern- 
mental departments and bureaus? 

Mr. Maxwett. Improving an agency’s own accounting systems, 
except in the Treasury, is not within our jurisdiction. It is, however, 
a part of the joint accounting program to integrate agency accounts 
with those of the Treasury, and to the extent that we have been able 
to participate, I will ask Mr. Cake to discuss it. 

Representatives of the General Accounting Office, with Mr. Cake’s 
assistance, prepared an announcement or a report on the progress of 
the joint program which covers the improvements in all Government 
agencies. If it is agreeable with you, Mr. Chairman, I would like 
Mr. Cake to answer that question. 

Mr. Caxr. Mr. Chairman and members of the committee, as Mr. 
Maxwell said, a joint report of progress made during the last year 
has been prepared jointly by the staffs of the GAO, the Bureau of the 
Budget, and the Treasury Department. The report is very recent. 
It was prepared with the cooperation of the various other agencies of 
the Government who, themselves, contributed so much to the progress 
being made in individual agencies. 

Also, there has been prepared a summary, or highlights, of the 
report. 

Mr. Gary. Do you have a copy of that summary with you? 

Mr. Cake. We brought along 8 copies of the report, 1 for each 
member of the committee, including the highlights statement. 
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Mr. Gary. Mr. Chairman, I request that this summary of the 
progress of the joint program to improve accounting in the Federal 
Government be inserted at this point in the record. 

Mr. Canrie.tp. Without objection, that will be done, Mr. Gary. 

(The material referred to is as follows:) 


InLtusTRATIVE From 1953 Progress Report UNDER THE JoINT 
ProacraM To Improve ACCOUNTING IN THE FEDERAL GOVERNMENT 


Inasmuch as the progress report itself represents only an illustrative summary 
of improvements made this year in the Government’s accounting, any effort to 
capture in a few pages the aggregate effect of these reported achievements cannot 
do justice to the real worth and extensive spread of the truly impressive gains 
realized in all program areas. However, to give some indication of the extent 
and kind of progress which has been made, some of the items contained in the 
report are highlighted below. 

A. General developments.—These include representative activities of the three 
central fiscal agencies relating to their responsibilities in their respective fields 
and are in addition to the guidance and assistance furnished by them on a day- 
to-day cooperative basis in connection with specific projects under the joint 
program for which the operating agencies have prime responsibility. 

1. Central accounting: Final steps in the elimination of outmoded centralized 
warrant processes taken through issuance of Joint Regulation No. 4 by the Secre- 
tary of the Treasury and the Comptroller General abolishing accountable warrants 
and covering warrants. This completes foundation for proceeding with intensive 
development of suitable integration of Treasury accounting with agency account- 
ing. Reorganization of Treasury accounting function to this end saves $98,000 
annually in ‘Treasury. 

2. Central financial reporting: Based upon simplifications in ageney-Treasury 
accounting relationships, program to revamp Government’s financial reporting 
practices agreed to in principle by Comptroller General, Secretary of the Treasury, 
and Director of the Bureau of the Budget, and now under development. Plan 
calls for establishing and presenting overall receipt and expenditure data of the 
Government on a consistent basis for purposes of: Treasury financial reports for 
the Government as a whole: the budget; agency reports on status of appropria- 
tions; and special reports to Congress. In addition to providing greater con- 
sistency in financial data available to all concerned these revamped reporting 
practices will result in better information for review and control of Government 
spending. 

3. Budgeting: Expanded development in the agencies of integrated budget and 
accounting systems that employ common classifications for programing, budget- 
ing, accounting, and managerial control. The 1955 budget will inelude 110 
business-type budget presentations, an increase of 11 since 1954 budget document; 
1955 budget also reflects changes in budget classification of 42 organization units. 
In 27 cases, appropriation pattern changed to simplify agency’s financial structure. 

4. Other general developments include: (a) development of potentials of 
electronics in the integration of check reconciliation and accounting operations 
with check payment and related processes; (6) continued conversion of paper 
checks to punched-card checks thus far has saved, governmentwide, approximately 
$350,000 annually—of 32. million checks which remained to be converted as of 
last year, 15 million have now been so converted; (c) modification of GAO regula- 
tions has effected other simplifications and economies throughout the Government 
including confirmed annual savings in Division of Disbursement, Treasury 
Department, of $148,000 instead of $66,000 previously estimated under voucher- 
schedule procedures extended to the agencies for which the Treasury disburses; 
(d) procurement simplification regulations issued by General Services Administra- 
tion in collaboration with GAO authorize blanket purchase arrangements in 
interest of economy and simplification. Also, other regulations issued in this 
area authorize interagency use of local term contracts thus obviating necessity 
for several agencies or organizational units of same agency located in same place 
to enter into separate contracts for same services; and (e) substantial amount of 
work done on plan of handling Government transportation requests to provide 
centralized billing by carriers, in lieu of present billing at more than 3,000 locations, 
and yet permit recording of costs of such requests at locations where agencies’ 
accounting decentralized. . 
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B. Agency progress—The various examples of agency progress set forth below 
have been selected from part II of the report to give some indication of the 
diversified nature and breadth of coverage of the accounting developments and 
improvements carried out by the individual agencies largely on their own in- 
itiative. By no means are these examples exhaustive or even fully representative 
of the total progress that has been accomplished by the agencies this year. 

1, Property: (a) Outstanding progress made by the Department of the Army 
in developing financial accounting for worldwide inventories of the Army Es- 
tablishment—this property accounting system, which provides for expression of 
all supply items in terms of dollars as well as items, has been installed in all 
continental United States depots of technical services except Ordnance Corps 
which is to be completed in early 1954—necessary groundwork also laid to install 
system in continental United States posts, camps, and stations and selected 
overseas commands—since 60 percent of available Army funds tied up in supplies 
and equipment, even a small reduction in investment r dha improved financial 
control provided would run into hundreds of millions of dollars; (6) other signi- 
ficant property accounting developments in Department of Air Force through 
establishment of monetary 7 accounting in all 16 Air Materiel Commands 
and in Department of Navy through improved inventory controls under stock 
fund operations; (c) also, important property accounting improvements in 
Department of Agriculture, Department of Health, Education, and Welfare, and 
Department of Justice, particularly as a part of overall program spearheaded by 
General Services Administration for better property end | supply management in 
the Government. 

2. Development and installation of complete accounting systems: Marked 
progress in many agency areas in completing full-scale accounting systems 
development and installations, many of which incorporate significant cost features 
and integration of programing, budgeting, and accounting. These include: 
(a) Corps of Engineers (civil functions), Department of Army—commended 
highly by both Senate and House Appropriations Committees in reports on 1954 
appropriation bill with latter committee recommending study of system in opera- 
tion to other agencies in military construction field; (b) 16 activities in Depart- 
ment of Navy converted to industrial fund installations, including 2 shipyards, 
2 ordnance installations and Marine Corps clothing factory—total industrial 
fund installations in Navy now 29; (c) also, in Navy Department, Marine Corps 
commenced operations under revolving stock fund on July 1, 1953; (d) Alaska 
Road Commission, Department of the Interior—system approved by Comptroller 
General in April 1953; (e) also, systems developed and installed in Bureau of 
Land Management, Bureau of Mines and Office of the Governor of Alaska, in 
Department of the Interior; (f) Federal Extension Service and Motion Picture 
Service, Office of Information in the Department of Agriculture—improved 
systems installed; (g) system of Bureau of the Mint, Treasury Department, 
officially approved; (hk) Bureau of the Budget; (7) systems developed and in- 
stalled for operations, matching fund, and stockpiling programs of Federal Civil 
Defense Administration; (j) Government Printing Office commenced operations 
under revolving fund July 1, 1953, utilizing accrual basis of accounting and 
submitting annual budgets on business-type basis; and (k) Selective Service 
System in which simplified, fully decentralized system, with allotment control 
accomplished entirely through general ledger, has been enthusiastically received 
by State directors in 57 locations, and has effected many economies. 

3. Other major systems work underway include: (a) Soil Conservation Service, 
Department of Agriculture; (6) extension of industrial funds in 26 activities of 
Department of the Army scheduled by July 1, 1954; (c) development of integrated 
budget and accounting system in Department of Air Force on an accrual basis 
to encompass all assets, liabilities, income, and expense; (d) Post Office Depart- 
ment in which major accounting and financial administration improvements are 
being made incident to adoption of modern concepts of controllership and attendant 
business-type approaches for accounting, budgeting and costs; (e) Internal 
Revenue Service, Treasury Department, which is developing its revenue accounting 
system as a part of a vigorous management improvement program; and (f) Panama 
ea Company with emphasis on developing costs on an ‘‘activity’’ accounting 

is. 

4. Examples of savings: The most significant savings resulting from accounting 
improvements, by far, are those which cannot be separately identified since they 
are reflected indistinguishably in more economical management made possible by 
improved financial information. However, substantial savings have also resulted 
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which are directly attributable to simplifications and improvements in accounting 
procedures, of which the following are some examples from the past year: 

(a) Reduction of 10 man-years in Rural Electrification Administration, Depart- 
ment of Agriculture, through adoption of revised system for loan accounts. 

(b) Reduction of 63 employees in 1953 in the Division of Accounts, Maritime 
Administration, Department of Commerce, attributed in part to revised accounting 
methods and procedures. 

(ec) Department of the Army saves $3 million in 7 activities operating under 
improved management controls provided by industrial funds—also, inventories 
reduced by $7 million through accounting disclosures of excessive levels. 

(d) Department of Air Force increased collections of reimbursable transactions 
from $22,500,000 4 years ago to $66 million this year after installing improved 
accounting control over receivables. 

(e) Savings of $200,000 annually in check issuance and postage alone accom- 
plished in Department of Health, Education, and Welfare through use of improved 
cheek procedures for old age and survivors insurance payments. 

(f) Improvements in accounting system of administrative and legal activities 
of Department of Justice save $58,000 annually, including elimination of 14 
positions. 

(g) New fee accounting procedures in Immigration and Naturalization Service 
Department of Justice, save $100,000 annually, including 20 positions but exclud- 
ing postage, stationery, ete. 

(h) Post Office Department, through improved procedures for postmaster 
accountability, saves preparation of 235,000 daily financial statements per year 
and submission of 200,000 reports per year by postmasters in 300 largest post 
offices alone. Also, other paperwork in documentation of postmasters’ accounts 
reduced by at least 75 percent. For example, 66 pounds of documents formerly 
required to support 1 account for 3-month period in Boston post office reduced to 
several ounces of material. 

(i) Number of financial reports required to be submitted to Department of 
State and Division of Disbursement, Treasury Department, by Foreign Service 
posts reduced 50 percent by adoption of imprest fund techniques. 

(j) Bureau of Public Debt, Treasury Department, saves $1.7 million annually 
through revised procedures for handling retired United States savings bonds and 
destruction of unfit United States currency. 

(k) General Services Administration effects savings of 15 man-years and reduc- 
tion of inventory records from 80,000 to 5,500 through improved inventory cards 
in Emergency Procurement Service. 

(l) Veterans’ Administration saves or will have potential savings of (1) $400,000 
annually through new machine accounting system for dividend credit and deposit 
accounts in all district offices; (2) $185,000 from improvement of insurance 
premium record card; (3) $25,000 in allotment procedure improvements; 
(4) $889,000 in excessive charges recovered through improved institutional audit 
techniques; (5) collection of $750,000, which might not otherwise have been 
collected, through improved procedures relative to unpaid 1948 insurance dividend 
accounts; (6) $50,000 annually through elimination of asset checks of deceased 
recipients of veterans’ benefits; (7) $750,000 on postage alone through improved 
insurance premium billing; (8) elimination of typing of 6 million checks in Treasury 
Department through improvements in transfer posting procedures; and (9) $645,- 
000 annually through simplified renewal procedures for NSLI term policies. 

(m) Savings in excess of $65,000 annually in Railroad Retirement Board 
through changes from quarterly to annual wage reporting by employers. 

(n) Selective Service System saves 11 man-years, eliminates 53 bookkeeping 
machines and eliminates 4,650 allotment accounts through development and 
installation of simplified and decentralized accounting system, 


Mr. Cake. The summary gives some idea of the aggregate progress 
from the beginning, although the report itself is largely devoted to 
the developments of last year. Earlier in the testimony, someone 
asked about the cumulative effect of this program. Actually, the 
general accounting function of the Government, overall, resembles 
very little what it did before World War II. A great deal has been 
done within the individual agencies to convert their accounting sys- 
tems to means that would serve management better in the agencies 
and provide the Congress with better information about costs, ex- 
penses, and the benefits secured from the expenditure of money. 
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Also the systems are being revised in such a way that there will be 
interlocking relationships with the overall cash accounting of the 
Treasury. 

Likewise, the central paper mill has been largely dismantled; that 
is, the having of papers come into the General Accounting Office and 
the Treasury. ‘The warrant system has been completely relaxed. 
In the past year, since we appeared before this committee, the last 
important step was taken to greatly simplify the warrant procedure 
by joint regulations of the Secretary of the Treasury and the Comp- 
troller General. At the same time, a simplified ace ounting structure 
which Mr. Maxwell referred to, is being built up in the Treasury 
through reorganization and the amalgamation of accounting in the 
Division of Disbervetent and the old Division of Bookkeeping and 
Warrants. The joint regulations help to simplify the relationships 
being established with the individual agencies so that the Treasury's 
cash accounting can be tied together with the accounting of other 
agencies which goes far beyond cash accounting. 

Along with that, the General Accounting Office, of course, as Mr. 
Maxwell said, is largely laying down its requirements in terms of 
common principles and standards, so that the results will be the same. 
As you say, Mr. Gary, the individual procedures may be quite dif- 
ferent in different places, but there will be, I think, considerable 
uniformity in various areas. For example, in public utilities activities 
in which the Government is engaged, as in reclamation and other 
publie projects, there will be a certain uniformity in accounting 
where results can be compared. I think that is probably the most 
practical way to get the comparisons, where the work is of a common 
nature. 


Also, on the general front, there will be far more consistency in the 
kind of information produced on Government expenditures and 
receipts from a cash standpoint, so that people will get the same 
information on the same basis from reports, irrespective of whether 
those reports are prepared in the individual agencies, by the Bureau 
of the ape pb ‘or by the Treasury, and Congress will have the ad- 


vantage of dealing with one set of figures in those areas. 

There was considerable interest expressed last year in what was 
being done in the very important area of property accounting—what 
is being done to bring the Government’s property, both real and 
personal, under good accounting control. 

I think the committee will be very interested in the progress in this 
area shown in the progress report, particularly what is being done in 
the Department of Defense in that respect, because their expenditures 
are so vast. 

A great deal has been done in the last year in Defense as well as 
other agencies in that respect. 1 could go on with a number of illustra- 
tions on specific projects. 

Mr. Gary. I can fully appreciate the fact that there would neces- 
sarily be some differences between the various departments. You 
couldn’t have an absolutely uniform system. . 

As a matter of fact, last vear, after I had finished the bearings of 
this committee, and was awaiting the start of hearings by the Mutual 
Security Subcommittee, I was asked to sit in on the legislative sub- 
committee for one of the members who was otherwise engaged. When 
I went over there, I found out the reason they had put me on the com- 
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mittee was because I had been chairman of this committee when we 
installed the business budget in the Bureau of Printing and Engraving, 
and they wanted a business budget in the Government Printing Office. 
They sent me over to assist in obtaining the necessary legislation to 
provide for the installation of a business budget in the Government 
Printing Office, and we were successful last year in providing for a 
business budget i in that agency. 

Mr. Canrietp. Will the gentleman yield to me? 

Mr. Gary. Yes. 

Mr. Canrrevp. I would like to say, as chairman of this subcom- 
mittee, at this time, no little credit is due to the former chairman of 
this committee, the gentleman from Virginia, for the remarkable 
improvements made in the accounting system of our Government. 
I can bear witness to the fact that over a period of years, he has been 
pounding away at this need, and I recall, too, that his brother, Mr. 
Jack Gary, who was a member of the Hoover Commission task force 
looking into this subject, also made a signal contribution. 

I am Gendadously impressed by this statement of illustrative 
highlights that Mr. Gary has requested to be inserted in the record, 
and a little later, I am going to emphasize a few of them. 

I think that wide publicity should be accorded this statement. 

Mr. Gary. Mr. Chairman, I appreciate your kind remarks and | 
want to say that throughout the whole undertaking, the present 
chairman of this subcommittee, Mr. Canfield, has cooperated fully 
and deserves a large part of the credit. 

I wasn’t trying to claim credit a few minutes ago, but what I was 
trying to say was that a business budget is somewhat different from 
the budgets of the other departments. Yet, there are certain uniform 
features to it that will put that particular agency on the same basis 
as the Government corporations, which have business budgets. 
There, we simply put up a revolving fund and let them work from that 
revolving fund, and our only appropriation is to the revolving fund, 
rather than for the direct operations. The operations of the depart- 
ment are paid for out of the receipts that they collect from the other 
bureaus and departments with which they do business. We have 
adopted that system in connection with Government corporations, 
which is somewhat different from the system you use in the depart- 
ments, but through it all, it seems there should be some uniformity of 
reports and methods which will give a more uniform pattern for the 
whole than we have had in the past. 

May I say further that I am tremendously interested in this 
program, because I think that the one thing the Government depart- 
ments need, above everything else, now, is to improve accounting 
systems. I think we have been very slow in the Government in 
giving proper attention to this subject, and I am glad to see it is 
receiving proper attention at this time. 

If I am not mistaken, I saw an article in yesterday’s paper, or cer- 
tainly recently, which indicated that very little progress has been 
made in the armed services. Is that correct? 

Mr. Maxwe tt. That was in the paper the other day. 

Mr. Cake. I didn’t see the article, sir, but as I said before, there 
is probably great progress being made in certain areas, particularly 
the area of property accounting in the Army. 
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The record will show that last August a very aggressive program 
was adopted to bring all the inventories of the Army under control. 
Now, they are not doing it in a perfect way. There may be some 
pieces that will need to be picheaals up. But there is urgent need of 
that kind of information—not only quantities, but the values of 
classified inventories. We haven’t had people actively assigned to 
this task, but in my discussions and cooperation with the General 
Accounting Office people, who are assisting the Army rather directly, 
I understand that all the Army depots in the continental United 
States are now under such control, dollar controls as well as quantity 
controls, except the Ordnance Department. They will come in early 
this a. All their inventories and depots will be under accounting 
control. 

The foundation has been laid to bring in all the other camps and 
posts and stations in the continental United States in the Army under 
the same control, and certain selected overseas posts and stations. 

They have made tremendous progress, 

Mr. Vursevu. When was this improved central accounting system 
initiated that brings this very good report to our attention, now? 

Mr. Maxwe tt, This joint program started about 5 years ago, but 
many of the things, of course, could not be put into effect because of 
needed legislation. 

In 1950, the Budget and Accounting Procedures Act was passed, 
giving certain powers to the Secretary of the Treasury and the Comp- 
troller General, to waive certain laws which have been on the books 
for a long time, in case they thought it could improve Government 
procedure. 

On the basis of provisions of that law, we have been able to accom- 
plish some things which we would not otherwise be able to do. One, 
of course, is the elimination of the warrants which Mr. Cake referred 
to. Another is the elimination of the requirement that advances be 
made to disbursing officers by each appropriation; by autborizing the 
Secretary and the Comptroller General to waive that provision, it 
enabled the diseontinuance of the accounting records with the dis- 
bursing officers. Although the joint program has been in effect for a 
number of years, it is gradually cumulating into changes which permit 
further simplification—that is, certain steps cannot be taken until 
other steps have been perfected. 

Mr. Gary. It has been a progressive program, Mr. Vursell. I think 
it started just about 5 years ago and they have been working on it 
ever since. It is a program that will take a tremendously long time to 

erfect. The progress was slow at first and now, the improvement is 

ecoming more marked as they go along. You will reach a certain 
state of perfection eventuall ae from then on it will be a program 
of maintaining that state of perfection by adopting new procedures 
that subsequently prove desirable. 

It is a progressive program, but the main thing is, we have now an 
organization set up whose duty it is to promote and supervise this 
program and see that accounting improvements are put into effect. 


STATUTORY DEBT LIMIT 


Mr. Gary. I notice in the daily statement of the United States 
Treasury for January 14, 1954, the public debt is stated as of that date 
at $274,873,256,547.25. 
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That is only about $125 million away from the statutory ceiling of 
$275 billion. 

On the other hand, I notice that the general fund balance as of that 
same day is $3,172,332,845.07. 

Is the statutory limit the $274 billion figure, or is it the $274 billion 
figure less the $3 billion figure of cash balance? 

Mr. Maxwe tt. It has no relation to the cash balance, Mr. Gary. 
The limitation is based on the amount of public-debt obligations 
outstanding, issued under the Second Liberty Loan Act. The figure 
which you first read as being the outstanding public debt, within the 
limit, or subject to the limit, has no relation to the cash on hand. 

Mr. Gary. You are getting pretty close to the limit, then, are you 
not? 

Mr. Maxwe tu. You are exactly right. 

Mr. James. There are certain moneys not directly accountable to 
the national debt, are there not? 

I have read in the papers that we appear to be approaching within 
a few dollars of the statutory debt limit, but in the same item, I read 
that there was a very considerable sum of money that was not taken 
into account. Now, that is badly put. Do you know what I am 
driving at? 

Mr. Maxwe tu. I know what you are speaking of. 

In the gross public debt, there are included certain outstanding 
obligations not subject to debt limitation. That amount, on Decem- 
ber 31, was $572,857,728. Those represented obligations issued under 
other laws than the Second Liberty Loan Act, such as the old Panama 
consols, issued prior to that time; some currency issued in 1890, and 
similar items. 

Mr. James. So, then, we are actually something like $700 million 
off the statutory limit? : 

Mr. Maxwe.u. That figure Mr. Gary read was exclusive of the 
amount, so what you said is exactly right. We are very close to 
the limit. 

Mr. James. You mean to say, then, that these Panama Canal 
bonds, or whatever they were, and this money that was issued a long 
way back, were not accountable in stating the public debt? 

Mr. Maxwett. They do not come within the limitations of the 
public debt. 

Mr. Gary. But they have been eliminated from this figure that is 
quoted here, so that this is the actual figure. 

Mr. Maxwetu. You may be looking at the amounts shown on the 
face of the DTS. 1 think the figure you want is on the reverse side. 
There it shows the figure subject to limitation. 

Mr. Gary. I see. 

Mr. Maxwe tu. The one you were probably looking at was the gross. 

Mr. Gary. This answers it, Mr. James. 

On the daily statement, on the reverse side is the item, “Total debt 
subject to limitation as of January 14,” and that is given as $274,- 
385,239,546.72, so that we are approximately $615 million away 
from the public-debt limit. 

Now, a great many people file income taxes on January 15; what 
effect will those payments have on the public debt? 

Mr. Maxwex.t. It will probably mean, Mr. Gary, that it will. re- 
plenish our cash balance so that it will be unnecessary to supply 
funds for the cash balance by borrowing; how long? is the question. 
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Mr. CanFieLtp. However, unless there is some payment on the 
public debt, the figure will be that high, or will remain that high? 

Mr. Maxwe tu. That is exactly right. 

Mr. Steminskr. Had the Congress increased the statutory debt 
limit last session——- 

Mr. Canrietp. The House did. The Senate didn’t. 

Mr. Sremrinsktr. I say, had the Congress approved it. 

Mr. Canriexp. I beg your pardon. 

Mr. Steminski. Had the Congress increased the statutory debt 
limit, isn’t it reasonable to assume that the Treasury might have gone 
out and put to its credit that additional amount upon which bankers 
could be earning a handsome interest rate, but not having it, we have 
really saved the taxpayer a pretty penny. 

So it works both ways, does it not? 

Mr. Maxwe tt. Mr. Sieminski, I doubt if the Treasury is going 
to borrow any more money than it has to. 

Mr. Sreminskt. I am glad to hear that, sir. I am delighted. 


IMPROVEMENT IN GOVERNMENT ACCOUNTING SYSTEMS 


Mr. Canrretp. Commenting further on this statement, Mr. Max- 
well, and Mr. Cake, on highlights, emphasizing savings as a result of 
your improved accounting in the Federal Government, I would like 
to repeat two or three of the items. One, here: In the Department of 
the Army, where $3 million is saved in several activities operating 
under management controls provided by industrial funds, and inven- 
tories being reduced by $7 million by accounting disclosures of ex- 
cessive levels. 

Another: In the Department of the Air Force, where increased 
collections of reimbursable transactions from $22,500,000 4 years ago, 
have gone to $66 million this year, after installing improved account- 
ing control of receivables. 

Another: In the Bureau of Public Debt, the Treasury Department, 
where $1.7 million annually is saved through revised procedures for 
handling retired United States savings bonds, and destruction of unfit 
United States curreney. 

There is also an interesting item here under the Post Office Depart- 
ment where it is stated that 66 pounds of documents formally required 
to support 1 account for a 3-month period in Boston—that is the 
post office in Boston—had been reduced to several ounces of material, 

1 think, too, that the veterans of the United States, some of whom 
have been inclined to think that savings covldn’t be made in the Vet- 
erans’ Administration, should take note that under these new pro- 
cedures, the Veterans’ Administration will have potential savings of 
(1) $400,000 annually, through a new machine accounting system for 
dividend credit and deposit accounts in all district offices; (2) $185,000 
through improvement of insurance premium record cards; (3) $25,000 
in allotment procedure improvement; (4) $889,000 in excessive charges 
recovered through improved institutional audit techniques; (5) checks 
of $750,000, which might not otherwise have been Hs ens 4 through 
improved procedures relative to unpaid 1948 insurance dividend ac- 
counts; (6) $50,000 annually through elimination of receipts for vet- 
erans benefits; (7) $50,000 through postage alone, through improved 
billing; (8) elimination of typing 6 million checks in the Treasury 
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Department through improvements of transfer and postage proce- 
dures; and (9) $645,000 annually through simplified renewal procedures 
for NSLI term policies. 
That, again, I desire to say, is a very good and a very welcome 
statement, 
Division or DispuRSEMENTS 


Mr. Canrretp. We have before us Mr. Paul D. Banning, chief 
disbursing officer, whom I believe has a statement to make at this 
time concerning the function, organization, and cost of running the 
establishment over which he presides. 

Mr. Banning, will you proceed? 

Mr. Bannina. I have such statement. 


FUNCTIONS AND ORGANIZATION 


The Division of Disbursement disburses appropriated, trust, and 
special funds for the civilian agencies of the Government. Our 
services are performed in Washington and 25 regional offices located 
in the financial centers of the United States, the Territories, and the 
Philippine Islands. In all offices the procedures followed and the 
types of equipment used are virtually uniform. Employees who 
handle cash and securities are bonded for faithful performance of 
duty. A cost accounting system is kept to determine the unit cost 
for each operation performed in writing checks, making collections, 
or issuing bonds. These records show direct labor, supervision, 
supplies consumed, and overhead for each type of work (that is, 
addressograph periodic payments, addressograph salary payments, 
typed schedule payments, transfer facsimile checks, miscellaneous 
typed checks, cash payments, handling collections, and issuing 
United States savings bonds). In presenting the appropriation esti- 
mates to perform these functions the practice has been to touch 
briefly on the expenditures for the latest completed year 1953, the 
anticipated expenditures for the current year 1954, and the estimated 
appropriation for the ensuing year 1955. 


APPROPRIATION FOR FISCAL YEAR 1953 


The year 1953 may be considered successful in that we substan- 
tially reduced the unit cost and the number of employees required 
for the work. The Division had an appropriation of $12,200,000, 
and in addition received $603,828 as reimbursement from the two 
transfer agencies served, making the total available $12,803,828. In 
that year we handled 199,600,630 items at a cost of $11,716,672 
(including accounting), making the average unit cost $0.0587, or 
5% cents. This rate was 8 percent lower than in the preceding year. 
In 1953 we cut the force from 2,932 employees to 2,734 employees. 
At the end of the year we turned back to the Treasury savings of 
$815,559, which I will later discuss. 


PAYMENTS, COLLECTIONS, SAVINGS BONDS, COST AND UNIT COST 


Mr. Chairman, so that you may quickly size up the appropriation 
request for 1955 in relation to prior years, I have here a 10-year 
comparative statement which shows for each year from 1945 through 
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1955, the number of transactions classified as to payments, collec- 
tions, and savings bonds, the funds expended for the work, and the 
average unit cost, Subject to your approval, I should like to have 
the statement inserted in the record. 

Mr. Canrietp. Without objection, it is so ordered. 

(The material referred to is as follows:) 


Statement showing payments, collections, savings bonds, cost and unit cost 


: Number of Average 

Fiscal year savings Total Cost unit 

bonds cost 
1945 actual. 81, S15, 548 8, 657, 132 4, 554, 624 95, 057, 304 $6, O18, 750 | $0. 06332 
1946 actual. 134, 541, 507 8, O41, 334 4, 187, 318 146, 730, 24 8, 520, 033 05807 
1947 actual... 160, 687, 192 880, 329 2, 970, 901 422 11, 002, 370 OO879 
118 actual. . 162, 485, 273 6, 813, 240 2, 257, 188 171, 555, O51 10, O84, G22 O58 19 
1M49 actual. 175, 735, 576 5, 787, O78 2, 402, 927 183, 924, 581 11, 215, S34 
1950 actual... . 189, 736, 578 5, 874, 718 2, 485, 614 198, 007, 010 11, 055, 053 06085 
1951 actual — 179, 872. 470 5, 728, 683 2, 426, 318 188, 027, 401 11, 600, 042 . 06169 
1952 actial. eneneee| 180, 543, 370 6, 196, 741 2, 440, 387 108, 120, 498 12, 682, 749 . 06102 
1953 actual 7 190, 371, 870 6, 658, 509 2, 870, 551 | 199, 600, 630 11, 716, 672 . OF870 
1954 eqse 106, 061, 906 6, 803, 804 2, 500,000 | 205, 455, 800 | #10, 578, 533 
1955 (estimato)........| 104, 667, 000 2, 250, 000 196, 917, 000 29, 810, 700 04907 


' Net after transfer of $860,000 to salaries and expenses, Bureau of Accounts, for accounting. Does not 
include cost of penalty mall for checks and bonds under Public Law 286, 83d Cong. 
? Exclusive of cost of penalty mail for checks and bonds, 


APPROPRIATION FOR THE FISCAL YEAR 1954 


Mr. Banninea. For the current year 1954, the Division has an 
appropriation of $11 million, from which $860,000 was transferred to 
the Division of Central Accounts, making the net available $10,140,- 
000. This year we expect to receive net reimbursement of $438 533, 
exclusive of penalty mail costs, from the 2 transfer agencies served, 
making the total available for the year $10,578,533. . According to 
advice received from the various administrative agencies served, the 
Division will process 205,455,800 items. The average cost for writing 
checks will be $.0515 per item. The unit cost quoted does not include 
postage which is 3 cents on each of the 162,789,970 checks mailed 
(applicable to appropriated funds). This latter charge, which will 
amount to $4,883,000, was not included in the appropriation for 1954. 
Under Public Law 286, approved August 15, 1953, we are required to 
reimburse the Post Office Department for all mailings. A — 
mental appropriation is being requested for $4,800,000 or $83,000 less 
than the actual amount required to mail the checks and bonds. The 
Division is undertaking to absorb this part of the cost and also the 
cost on all other types of mail, including ordinary correspondence 
and parcel post, which will amount to $81,360. In writing checks 
this year we will cut the cost from the 1953 figure of $.0587 per item 
to $.0515. Moreover, the rolls will again reflect a reduction of 43 
employees. 

APPROPRIATION ESTIMATES FOR 1955 


The estimates submitted by the administrative agencies for 1955 
indicate that the Division will be called upon to process 196,917,000 
items, which is 8,538,800 less than in 1954. For this work an appro- 
priation of $9,600,000 is requested together with authority to receive 
a net reimbursement of $240,790, exclusive of penalty mail cost, from 


lec- 
the 
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the two transfer ugencies served, making a total of $9,840,790. The 
projected average unit-cost per item is $0.0499, or in round figures 
5 cents. This is exclusive of postage. The amount of $5 million is 
requested to defray postage on checks and United States savings bonds 
to be mailed, making the total appropriation request $14,600,000. 
Actually there will be 179,835,000 checks and bonds to be mailed, 
which, at 3 cents each, will amount to $5,395,050. The charges on 
ordinary correspondence and parcel post (on which the rate has in- 
creased 35 percent) will amount to $92,976, making the anticipated 
cost of mail of all kinds $5,488,026. This latter cost is $488,026 more 
than the amount included in the estimates. Further savings in oper- 
ating expense which are not now foreseen must, therefore, be realized 
to meet this additional expense. On this item, all I can say is that 
we have constantly been working on ways to meet this drastic cut in 
a new type of expense over which we do not, and cannot, control the 
volume we receive or the rate we are charged by the post office. 

The reduction in work volume between 1954 and 1955 is made up of 
3,883,800 items applicable to appropriated funds and 4,655,000 items 
on reimbursable work. With respect to appropriated funds there will 
be a decrease of 2,790,000 items for the Veterans’ Administration, 
5,400,800 for other agencies, and 250,000 savings bonds. The reduc- 
tions will be offset by an increase in the andinbavadiiy payments of 
4,557,000 items. 

WORKLOAD COMPARISONS 


Mr. Chairman, I have a statement reflecting a comparison of the 
work volume between the fiscal years 1954 and 1955; also a statement 
analyzing the increases and decreases as to items and cost between the 
fiscal years 1954 and 1955. These I believe will give you a concise 
icture of the ensuing year’s operations. Subject to your approval, 
[should like to insert them in the record. 
Mr. CanrFie.p. Without objection, it is so ordered. 
(The material referred to is as follows:) 


Statement reflecting a comparison | work volume for fiscal years 1954 and 1955 
udget estimates for 1956 


included in 


1954 esti- 1955 esti- Inermase (+) 
Agency or activity mated work | mated work | 
volume volume over 1954 


Veterans’ Administration. ......... 71, 028, 000 $68, 238, 000 — $2, 790, 000 

67, 494, 000 72, 051, 000 +4, 557,000 

Other agencies 25, 201, 000 19, 890, 200 —5, 400, 800 

United States savings bonds ....... ...... 3 2, 500, 000 2, 250, 000 —250, 000 
Total direct appropriation. ..................... ‘ 197, 313,000 | 193, 420, 200 —3, 883, 800 


Department of Agriculture, conservation and use of agri- 


cultural land resources 2, $22, 500 1, 539, 500 — 1, 283, 000 
Railroad Retirement Board: 
Unemployment insurance. 1, 936, 100 1, 906, 600 —29, 500 
Miscellaneous expenses 3, 384, 200 41, 700 —3, 342, 500 
Total, transfer funds................ dleamiated 8, 142, 800 3, 487, 800 | —4, 655, 000 
Grand 208,455,800 | 196,917,000 | —8, 538, 800 


! Railroad retirement annuity payments are not included in the estimates due to a pilot installation to 
test the integration of disbursing with accounting in the Railroad Retirement Board. 
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Statement analyzing the increases and decreases as to items and cost between the 
fiscal years 1954 and 1955 


Appropriation adjusted, 1954 exclusive of penalty mail 
Appropriation requested, 1955 exclusive of penalty mail “ 
Appropriation requested, 1955 for postage... 


Increase, 1955 over 1954 


Reasons for increase 
Items Cost 


Workload: 
Social Security Administration +4, 557, 000 +$178, 258 
Refunds on national-serviee life insurance . —23, 527 
Other administrative agencies 400, —340, 907 
United States savings bonds ; 4 —30, 065 


Subtotal (net decrease in work volume) , 883, —357, 089 
Increase for postage on penalty mail: 
179,835,000 checks, at 3 cents 

Correspondence and parcel post 
5, 488, 026 


5, 130, 937 


Reductions in costs from management economies: 
Scriptomatic transfer posting 
Use ot electric typewriter with line finder __. 
Addressograph signature attachment 
Work simplification and cash awards 
Conversion to type 024 key punch 
Extension of microfilm of check ~ 
Transfer of preparation of veterans’ benefit checks to manila-savings o 


mail 
Sim 


ANALYSIS OF EXPENDITURES 


Prior to presenting the appropriation estimate each year the Divi- 
sion analyzes the latest unit costs to ascertain any increase or decrease 
in the rate of expenditure for personal services and other obligations 
with respect to both appropriated and reimbursable funds. Salaries 
for 2,267 employees will amount to $7,808,519. This is $690,137 less 
than the personal services for 1954 and represents a reduction of 213 
in the total number of employees. The average grade is between 
GS-3 and 4, taking all employees into consideration. 

For supplies and blank-check stock, of which large quantities are 
used, in all amounting to $1,288,182, there have been increases in 
prices, but the cost of materials, nevertheless, has been projected at 
the average of 1953 prices. On the largest item, envelopes, rather 
favorable bids prevailed in 1953. There might be some increase on 
this commodity. At present envelopes cost 20 cents per thousand 
more than the average for last year. Prices on paper articles, such 
as listing sheets, check copies, and various accounting forms are fairly 
firm. So are metal articles, such as addressing-machine plates, frames, 
and so forth. We will feel more comfortable if and when the market 
shows — of leveling off. 

On other expenditures, such as freight, express, travel, telephones, 
teletypes, equipment repairs, and so forth, in all amounting to 
$321,000, prices are always going up, but fortunately they are a 


---------. $10,140,000 
$9. 400, N00 
5, 000, 000 
14,600,000 
—9, 637 
— 46, 638 
—5, 468 
fication of procedure relating to listings for periodic payments, 
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minor element of cost. So far we have been finding ways to cut here 
and there to meet higher rates. Rentals on tabulating machines, 
$262,530, are $33,000 lower than 1953, not because of any change in 
rates, but because better use is being made of equipment through 
improved techniques in the production line. 

In connection with the output on addressing, signing, microfilming, 
check enclosing and accounting equipment, the production has been 
increased through the replacement of obsolete or wornout machines 
with high-speed models. This year only $160,500 is asked for equip- 
ment. This amount is less than 2 percent of the appropriation 
request. I feel that the amount is low. The equipment program 
under which the Division has been gradually improving its processing 
machinery has been discussed each year in the hearings. | may say 
that your committee has been most considerate on this item, and [ 
think you have acted wisely in granting the expenditure. How well 
the outlay for laborsaving devices has paid off may be judged by the 
fact that each year, since the program started in 1947, we have obtained 
increasingly greater output. Evidence of this rests in the fact that 
in the past 7 years, notwithstanding a larger volume of work to be 
handled, we have cut the number of employees required from 3,735 in 
1947 to 2,734 in 1953, a reduction of 1,001 emplovees. 


INCREASE IN PRODUCTION 


Writing checks, preparing certificates of deposit, and issuing savings 
bonds are highly mechanized operations. The large regional offices 
have the best equipped plants in the world for processing their types of 
work. Our production staff is continually striving to increase output 
by installing new laborsaving devices and streamlining procedures. 
A simple way to test the trend from year to year is to compute the 
average number of production items handled per employee, taking 
into consideration all personnel, whether operative, supervisory or 
administrative, and then by dividing the total number of employees 
into the total number of units they have processed. The calculation 
is rough, and it may be affected by collateral factors, such as trends in 
activities, shifting of volumes of work, changes in the nature and the 
flow of incoming work, and so forth, but in general, the computation 
unmistakably points the direction that the production is moving. 

We are proud of the production gains in the 10-year period. In 
1945, the number of units handled per employee averaged 39,000 
items a year. By introducing improved methods through the suc- 
ceeding years, the average was raised to 73,000 items. Next year we 
expect to attain 86,000 units per employee. This is a gain of over 
100 percent since 1945. 

Mr. Chairman, I have a table which shows for each year from 1945 
through 1953 the number of items processed, the cost of personal 
services, the number of employees, their average salary, and the 
composite average production per employee. The table also contains 
the same information on an estimated basis for fiscal years 1954 and 
1955. 

Aig to your approval, I would like to insert this table in the 
recor 

Mr. Canrretp. Without objection, it is so ordered. 

(The table referred to is as follows:) 
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Personal Average Number of 
Fiscal year of service calary per items per 
cost ploy employee employee 
Thousands 
95, 057, 304 $5, 051, 217 2, 390 $2, 114 q 
146, 730, 244 6, 905, 149 3, 149 2, 193 46 
i eee 8, 699, 070 3, 735 2, 327 46 
171, 555, 651 8, 159, O83 3, 449 2, 366 49 
183, 925, 581 9, 275, 989 3, 387 2, 739 
1950 actual.......................| 198,007,940 9, 855, 873 3, 388 2, 909 aS 
1951 actual........... 188, 027, 401 9, 434, 527 3, 135 3, 009 60 
1952 actual 198, 120, 498 9, 906, 760 2, 982 3, 379 68 
199, 600, 680 19, 436, 005 12, 734 13, 451 173 
205, 455, 800 8, 498, 656 22, 480 3, 484 &2 
10565 estimated _.................- 196, 917, 000 7, 808, 519 2, 267 3, 536 86 


1 Includes accounting employees for the full year. 
2 Net after transfer of accounting function. 


The increase in production from 39,000 to 86,000 units has been 
attributable primarily to four factors: Employee training and spe- 
cialization, production planning, streamlining procedure, and improv- 
ing equipment. As a result of the production gains per employee, 
notwithstanding a 61 percent increase in the average salary rate, the 
cost per check has decreased during the past 10 years. 


ANALYSIS OF WORK IN REGIONAL OFFICES 


In writing checks some 80 distinct tasks are involved with a high 
degree of specialization for unit output, to which are applied care- 
fully tested performance standards, both qualitative and quantita- 
tive. Each regional office is cost conscious. Monthly reports are 
required for their production on different types of activities (that is, 
veterans’ pensions, subsistence allowances, disability compensation, 
salary payments, miscellaneous typed checks, and so forth). The 
production reports with the number of employees required are re- 
viewed in relation to the records for prior months. Comparison of 
production rates is also made between offices in the same class. By 
focusing attention on those operations in which the output does not 
measure up to standard, the central office regulates personnel ceilings 
for each office in relation to its volume of work. 


DAILY PRODUCTION 


Mr. Chairman, I have here a schedule of the daily production 
required from the employees working on the different tasks. The 
schedule is probably too lengthy for the record, but it may never- 
theless be of some assistance to your committee in reviewing our 
production requirements. 

With your permission, I will not ask to have it placed in the record, 
but will give it to your clerk. 

Mr. CanrFietp. Without objection, this document will be placed 
in the record at this point. 

(The material referred to is as follows:) 
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Tentative guide for quantitative standards (revised November 1958) 


Task or operation 


Superior 


High 


Adequate 


From 


Examining voucher schedules: 
Miscellaneous one time payments___................ 
Payrolls and other payment lists. 

Preparing for process: Controlling lots. 

Addressing and imprinting checks: 

Addressographed with model 9300: 
Social security, railroad retirement, civil-service retire- 
Veterans, employees 
Addressographe d with model 1950: Veterans compensation. 
National service life insurance 
Salary payments 
IBM Model 408 accounting machine with bill feed attachment: 
Income-tax refunds 

Addressing and imprinting United States savings bonds: 

with model 1950: United States 

Addressing and imprinting vouchers: 
Addressographed with model 9100 without accounting unit, 

and model 1950 with conformulator: 

Civil-service retirement, social Rey, railroad retire- 
ment. __ 

Veterans, e mploy ees compensation 

Addressogré aphed with model 9100 with accounting unit: 

Civil-service retirement, social paseteneas railroad retire- 
ment 

Veterans, employees compensation 

Typing checks: 

Salary nonaddress.- 
T'ax refunds, regular schedule 
Salary, full address (other payment lists) _. 
Miscell: aneous, full address 

Tax refunds, items not suitable for transfer posting. 

Typing notices of returned checks: 
Forms 1664¢ without attachments. . 
Forms 1664¢ with attachments 3 

Assembling data and typing notices for stop, nage of payment: 

Income-tax refund, miscellaneous and security, 

Typing United States savings bonds. 

Transfer posting checks: 

Interpreting checks: 

ith model 556: 
Income-tax refunds and other payment listings. 
With model 541: 
Income-tax refunds and other listings... ...... 
Other payments 
Key punching and reproducing checks: 
ey punching: 
Printed amount payments (addressograph income tax 
refunds, tabulated electric typewriter schedules) _- 
Income tax refund payments, other typed schedules___- 
Other payments 

Reve oducing with model 513: Income-tax refund “(IBM 

bill feed method) 


Ing checks agricultural conservation and sugar pro- 
gram and income-tax refund payments 
Other payments 
Checks voided, canceled, and reissued 
Listing United States savings bond stubs: United States savings 


bo! 
Gangpunching checks: 
Addressograph, agricultural conservation and sugar pro- 
gram, and income-tax refund payments - 
Proofreading checks: 
Income-tax refun 


cally payments, typed... _- 
Miscellaneous and full address payments, typed 
Proofreading addressograph plates: 


Changes on plates... 
New plates 


240 
110 


60 
325 


5, 750 
3, 500 


30, 000 
17, 000 


18, 000 
13, 000 


To 
46 
46 
49 375 325 275 
235 195 155 
58 150 135 110 00 
60 
73 
32 | 40,000} 36,000 | 32,000 28, 000 
‘6 34, 000 30, 000 27, 000 24, 000 
32, 000 28, 000 25, 000 23, 000 
23,000 | 20,000} 18,000] 16, 500 
17,500} 15,000} 12,500} 10,750 
11,750 | 11,000} 10,000 9, 250 
; | 4,000} 3,000 2, 700 2, 400 
32, 000 | 28,000} 25,000} 23,000 
30,000 | 26,000} 23,000 | 20,000 
| 25,000} 22,000| 20,000 
| 26,000} 23,000} 20,000 17, 000 
| 2, 000 1,750 1, 500 1, 200 
| 1, 400 1, 200 1,050 050 
1, 200 1,000 900 800 
900 800 700 600 
| 550 475 400 350 
500 425 380 350 
350 | 300 250 | 200 
| 90 80 70 | 
500 425 | 375 | || 
| 
10, 000 8, 500 7, 000 | 
6, 500 5, 500 4, 500 | | 
39,500 | 37,000 | 33, 500 
| 23.000} 21,000} 18,000 
| 24,000 23, 000 20, 000 
18,000 | 17,000 | 15,000 
| 12,000} 10,000} 9,000! 8,000 
9, 000 8, 000 7,000 6, 400 
7,000 6, 000 5, 500 5, 000 
35, 000 32, 000 28, 500 26, 000 
| 4,800 4, 100 3, 500 2, 800 
| 37,000} 32,000| 28,000 25, 000 
| 20,000 | 18,000 | 14.000 12, 000 
| 15,000} 12,000] 10,000 9, 000 
16,500} 15,000} 13,000| 12,500 
55,000 | 50,000 45, 000 
4 | 38,000} 34,000 30, 000 
| 
4,700; 4,200 3, 700 
| 2,550 2,325 2, 125 
2) 430 2,140 2) 020 
1, 900 1, 650 1, 500 
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Tentative guide for quantitative standards (revised November 1953)—Continued 


Adequate 


Task or operation Superior| High 
From 


Proofreadin, 

ings bond: 

Embossing addressograph plates: 
Top section (amount) 
Bottom section (address) 

a plates (name, amount,fand address) 


ig: 
Arranging notices for changes in addressograph plates 
Addressogrph plates 
Pulling addressograph plates from files (individual forms) _. 
Transferring addressograph plates between files.........__- 
plates from files (void items on trans- 
script 
Signing checks: 
Addressograph, agricultural conservation and sugar pro- 
gram and income-tax refund payments 
Other payments 
Inserting checks: 
Inserting and sealing machine 
Manual: 
Without enclosures 
With enclosures 
Assembling, binding, and shipping: 
Tabulated listings for General Accounting Office 
Voucher and schedules (filing and shipping) -_.- 
Microfilming: Checks 
Machine accounting: 
Documents: 
Reviewing (central office) 
Balancing and verifying (central office) 
Coding (central office) 
Appropriation cards: 
Key 
Yentral office 
Field offices 


pre 


8 
BR 
23 & 


28 
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eo 


& B 
222 22 23 S222 
o & 


3: 
& 


= 


o 


Note.—Standards based upon daily production average as established from time studies in field offices. 
HIGHLIGHTS FOR SAVINGS IN FISCAL YEAR 1958 


Mr. Bannrne. Management planning for the fiscal year 1953 was 
directed to four objectives: (1) simplification of disbursing, accounting 
and examining procedures; (2) increased utilization of manpower to 
raise production; (3) conservation of materials and substitution of 
lower-cost articles; and (4) miscellaneous projects looking to savings 
in overhead. 

SIMPLIFICATION OF PAY LISTS 


In 1953, the simplification program, augmented by the cumulative 
effect of several vears’ successful projects, showed very good results. 
Disbursing has always been an exacting operation, in that every one 
of the 197 million items—payments, collections, et. cetera—we handle 
must be correct to the cent. An overpayment, if made, is charged 
against the disbursing officer, which he must make good from his 
personal funds, unless recovery is had from the payee, or relief is 
granted by Congress. For this reason, internal procedures—par- 
ticularly those governing the writing of checks—have been meticulous 
in every movement of work. Ofttimes, the detail has seemed to me 
to be painfully ponderous. Of course, the underlying objective is to 
pay the right amount and thus protect the Government, the disbursing 
aiiver, and the record of the clerk himself. Thus, more than ordinary 


| 
nited States sav- 

hiniecigtianaitntiebaben 890 760 690 600 
1,100 1,000 850 
325 275 235 
750 2, 400 2,100 
| | 1, 800 
1, 200 
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| 400 
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| 
19, 000 
| 21, 260 
5, 000 
| 2, 800 
| 9, 265 
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care is common to virtually every disbursing office anywhere in the 
Government. The Division of Disbursement has endeavored to elim- 
inate, as much as possible, time-consuming effort by using the equiva- 
lent mechanical controls of checks. 

Also, we have sought to develop automatic controls by having ever 
succeeding operation prove the preceding one. For example, on nen 4 
voucher-schedule or payroll to be processed, the items are counted 
so as to assign only that many blank checks. Most operators perform 
a single task and initial the same when completed. Work will not 
be accepted in the next step unless the preceding task has been per- 
formed on all checks, and no check is missing or spoiled. The job 
ticket which covers the block of voucher-schedules is added and 
balanced against the aggregate amount of the checks. 

Originally, disbursing officers were liable for both fidelity and 
legality of their payments. Since the passage of the Certifying Officers’ 
Act, the administrative agencies bear this Tater responsibility. With 
this simplification of examination we can concentrate on check prepa- 
ration on the basis of certified lists. In recent years, a more business- 
like outlook has been adopted with the advantages of mechanical 
aids. Simplification has progressed to the extent of virtual elimination 
of the handling of single vouchers with all supporting papers. The 
civilian Government agencies now send to the regional disbursin 
offices merely a voucher-schedule on which the names, addresses, an 
amounts due the payees are certified. The arrangement speeds up 

ayment by reducing the number of documents to be handled. 
Moreover, it cuts down manual effort and reduces cost. The vouchers 
of the administrative agencies are given a site audit by the General 
Accounting Office. 


PAYROLL AND BOND ISSUANCE ECONOMIES 


For many years, because of war conditions, the Division paid salaries 
in cash to employees in Washington. Such practice was necessary 
and economical during that period. Now, most administrative agen- 
cies prefer that their employees be paid by check. Since the end of 
the war, each year more and more agencies have adopted this latter 
policy, so that cash-salary payments are no longer economical. The 

easury Department—with the exception of the Bureau of Engraving 
and Printing—has eliminated all cash-salary payments. 

Savings have been made on the issuance of savings bonds. In this 
city, there is a large volume of work involved in connection with the 
issuance of savings bonds. Costs on this activity have been reduced 
by better indexing of the bond subscribers’ plate files and by changing 
the method of allotting work. Now, when an administrative office 
certifies the number of subscribers’ accounts for the issuance of bonds, 
the Division fills in the bonds and prepares the issue schedules 
simultaneously. 

CHECKWRITING ECONOMIES 


Much attention has been paid to the operation of imprinting the 
name and amount payable on checks. Improved designs of addressing 
equipment have been gradually installed. For recurring payments 
because of the constancy of name, address, and amount payable, 
addressograph equipment is used. The latest type of machine prints 
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the embossed-plate impression—name, address, and amount—punches 
the amount into the check, and gang punches common information 
such as month and year of issue.’ 

For onetime checks, the Division introduced the so-called facsimile 
transfer posting for imprinting the name and address of the payee on 
the face of the check. This imprinting is accomplished by rt ea 
the carbon deposit placed on the reverse of the voucher schedule to 
the check. Transfer posting permits speedy preparation of checks, 
and also reduces costs. The method has been extended to such pro- 
grams as writing income tax refund checks, initial social security 
payments, civil service retirement refunds, crop loans, property rental 
payments, and veterans’ initial and adjusted benefit payments. 


ELIMINATION OF CUMBERSOME CHECK COPIES 


A disbursing officer must have complete and convenient records of 
checks issued so that upon an inquiry he may immediately ascertain 
the check number, date, name, and address of the payee, and the 
related voucher authorizing payment. The old system of check 
copies used for many years has been replaced by microfilming the 
checks as issued. Use of the microfilm saves thousands of square 
feet of space of check copies and provides an absolutely accurate 
record. More particularly, the microfilm arrangement in obviating 
the necessity for handling the carbon and the listing paper to make 
check copies has increased production of onetime payments because 
less ne es and paper are handled than when ok copies were pre- 
pared. 

NEW METHODS OF DISBURSING AND ACCOUNTING 


Other projects in 1953 included the preparation of income tax 
refund checks by the bill feed process, which utilizes punched cards 
prepared for other work in the Internal Revenue offices. Last year 
satisfactory trial studies were made in New York, Chicago, Detroit 
and Cleveland... Under the new method, the cost per check is about a 
cent lower than the average of other income tax refund checks. 

The Division also watches closely its administrative, accounting, 
and reporting expenses. Last year electrical accounting and tabulat- 
ing machines were installed in Richmond and New York for appro- 
priation accounting on disbursements, a function which is now per- 
formed by the Division of Central Accounts of the Bureau. 


FORMS AND FILING CONTROL PROGRAMS 


In existence is a forms-control program. A new form cannot be 
printed, or an old form cannot be reproduced in any substantial quan- 
tity without a review of the utilization, size, quality of paper, arrange- 
ment of material to be entered thereon, and other particulars. Simi- 
larly, a continuous program exists for reducing the size of the adminis- 
trative files. All field offices report the nature of files maintained. 
Upon receipt of such reports, their needs forthe files are reviewed. 
Filing equipment has been improved. Horizontal filing systems have 
been installed in place of upright 4-drawer cabinets for documents 
relating to substitute checks. 


il 
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CHECKWRITING AND TABULATING RENTALS REDUCTIONS 


Rental charges for checkwriting and tabulating equipment are 
reviewed quarterly. Analysis is made of the projected workload. 
At the close of 1953, more than 50 machines were released as a result of 
rearrangement of the work schedules or the substitution of a high- 
speed machine for 2 slower machines. 


APPRAISAL GUIDES 


The Division makes a periodic reevaluation of the management 
improvement program in the regional offices. Prior to the close of the 
past year instructions were issued, together with an appraisal guide 
containing approximately 400 questions. Favorable comment has 
been received on the guide from Treasury and other offices. 


COLLABORATION WITH OTHER OFFICES 


Outside of our own organization, the Division has engaged in various 
projects with other Government agencies. One of these includes the 
simplification of appropriation records for disbursements. Two years 
ago, I voiced the hope that the day would come when a disbursing 
officer would maintain but a single account for his depositary balances, 
thus eliminating the operation of some 40,000 appropriation accounts 
which were also kept in very similar form in the Division of Bookkeep- 
ing and Warrants. The consolidation of these accounts is now a 
reality as a result of the creation of the Division of Central Accounts 
in the Bureau. 

In the past year, representatives of the General Accounting Office, 
Treasury Department, and Railroad Retirement Board reviewed the 
procedures for issuing periodic payments on railroad retirement 
benefits. A pilot installation has been ordered to ascertain if any 
advantage might be obtained through integrating the disbursing with 
accounting operations of that organization. Representatives of the 
Division are also collaborating with a committee from the General 
Accounting Office and the Bureau of the Budget working on simplifica- 
tion of payroll procedures and the possible use of electrical tabulating 
equipment for the preparation of rolls. 


EMPLOYEE PARTICIPATION IN IMPROVEMENTS 


Employees in the Division of Disbursement, both in Washington 
and the field, have helped with many valuable suggestions. The 
cash awards program, while not yielding as much as we would like as to 
individual participation, nevertheless has been fruitful of savings. 
Some of the outstanding suggestions made by employees include reduc- 
tion in size of 2- and 3-part listing paper which is extensively used; 
extension of the use of form letters to secure information needed for 
replacing lost checks; and modification of procedures in mailing 
checks to banks. 

One of the most valuable suggestions during 1953 which was made 
by a central office employee—and which in all probability is patent- 
able—is a throat device that connects the check-addressing machines 
with the check-signing equipment. This device, which turns the 
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check so as to place it in just the right position for signing, permits 
2 distinct operations to be performed by | employee whereas formerly 
2 persons were required. Other improvements included use of reinkinz 
devices for prolonging the life of machine ribbons, installation of 
automatic processing machines for developing microfilm, construction 
of the simpler replacement and repair parts in our machine shop, and 
substitution of inexpensive cardboard boxes for the storage of film in 
lieu of expensive humidified cabinets. 


CURRENT PROJECTS 


Some promising projects now being developed are in the formative 
stage. These include a pilot study testing a new type of key-punching 
machine which has good possibilities for increasing output perform- 
ance. Underway is also a project for substituting a scored addressing 
machine plate which will combine the top, middle, and bottom 
sections. Initially the plate could be embossed in 1 operation as new 
names are added to the files, whereas there are now 3 distinct opera- 
tions in embossing the name, address, and amount. Thereafter as 
changes arise in addresses or in the amounts payable, only those 
sections of the plate would be affected. 


IMPROVEMENTS IN PROCEDURES FOR FOREIGN PAYMENTS 


On foreign operations, steps have been taken to simplify and 
expedite payments. On such cases the vouchers are now being sent 
to the regional disbursing office that serves the agency. With the 
approval of the Treasury Department, arrangements have been made 
for the purchase of foreign exchange credits abroad to eliminate the 
issuance of a check for each individual transaction. 


LIST OF SAVINGS 


Mr. Chairman, I have a classified list of the savings in the fiscal 
me 1953 aggregating $815,559. These savings which will go to the 

reasury as surplus were projected into the unit rate for 1955. Sub- 
ject to your approval, I should like to insert this statement into the 
recor 

Mr. Canrreip. Without objection, that will be done. 

(The material referred to is as follows:) 
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Detailed statement of savings for fiscal year 1958 


I, SIMPLIFICATION OF ADMINISTRATIVE, PROCUREMENT 
PERSONNEL PROCEDURES 


Redistribution of area workload . 

Production and cost reporting studies-_-__..........---.--..-.--.--- 
Forms control 

Records disposal 

Improved filing methods 

Printing and reproduction 


Il. STREAMLINING OF ACCOUNTING, AUDITING, AND PAYMENT 
PROCEDURES 


Streamlining accounting and reporting procedures 
Reduction of work on voucher clearance___- 
Streamlining bond issuance procedure by better indexing of plate files, 
changes in method of lotting work and printing schedules and bonds 
simultaneously 
Change from cash to check basis for salary payments____-.-__------- 


224, 030 


Ill EXTENSION OF AND IMPROVEMENTS IN MECHANICAL 
PROCESSES 


Improved design of addressograph equipment 

Transfer posting method of preparing checks 

Microfilming checks in liev of preparing check copies............----- 
Installation o: automatic microfilm 
Use of automatic graphotype machines 


Use of electric typew riters with finde 
Flexowriter for the duplication of forms and letters. 
Machine utilization program 


273, 463 


iV. CONSERV. TION OF EQUIPMENT, MATERIALS, SERVICES, ETC, 


Construction of replacement parts in machine shop - - - - 

Storage of semiactive microfilm in cardboard cartons rat her than specially 
designed metal cabinets 

Acquisition of surplus equipment to avoid purchase of new equipment_-- 

Shipment of vouchers to Federal records centers by motor truck 


V. MISCELLANEOUS AND CONTINUING MANAGEMENT PROJECTS 


Cash awards for improvement suggestions 

Work-simplification program 

Miscellaneous savings not included in other categories such as better 
utilization of manpower, conservation of materials, and savings in 
overhead 


|| 
| 
Amount 
$55, 588 
| 80, 063 
12, 842 
22, 462 
8, 923 
17, 600 
3, 312 
159, 132 
4, 420 
20, 710 
17, 194 
1, 522 
1, 159 
53, 917 
1, 983 
912 
12, 514 
2, 739 
4, 211 
6, 707 
12, 121 
10, 021 
12, 520 
68, 957 
42490—54—— 9 
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JUSTIFICATION DATA 


Mr. Canrre.p. Without objection, Mr. Banning, pages 47 through 
56 of the justifications, relating to salaries and expenses, Division of 
Disbursement, will be inserted at this point in the record. 

(The matter referred to follows:) 


Analysis of appropriation base for fiscal year 1955 


Less transfer pursuant to Reorganization Plan No. 26 of 1950 by 

Treasury Order No. 164, to: “Salaries and expenses, Bureau of 

Accounts, Treasury” 860, 000 


Total adjusted appropriation, 1954 1 10, 140, 000 
Reductions: 
Activity No. 1, Processing payments and collections. $509, 435 
Activity No. 2, Issuance of savings bonds 30, 565 


Adjustment to base (net) 


Appropriation base for 1955 
Increase over appropriation base for 1955 


Appropriation estimate for 1955 14, 600, 000 
Increase or decrease from total appropriation, 1954 4, 460, 000 


1 Does not include proposed supplemental due to cost of penalty mail, Public Law 286. 


Comparison of appropriation base with appropriation estimate for 1955 


Appropriation base | Appropriation esti- 
for 1955 


mate for 1955 


Activity 


Amount Amount 


1, Processing payments and collections. . $9, 329, 015 $14, 320, 765 +$4, 990, 850 
2. Issuance of savings bonds 74 270, 085 74 279, 235 +9, 150 


9,600,000}: +5, 000, 000 
+540, 000 — 540, 000 


2,373 | 10,140, 000 +4, 460, 000 


GENERAL STATEMENT 
Functions 

The Division of Disbursement is responsible for disbursing moneys of all de- 
partments except the Military Establishment, postal service, and certain corpora- 
tions. Its functions include (1) disbursing from appropriated, trust and special 
deposit funds (31 U. 8. C. 492); (2) receiving and depositing collections of de- 
partments with certain exceptions (31 U. 8. C. 495); (3) issuing substitute checks 
for all Coburn officers of the United States Government (31 U. S. C. 528); 
@) paying certified claims; (5) issuing United States savings bonds’ under the 

vernment payroll savings plan (31 U. 8. C. 757); (6) preparing vouchers for 
periodic payments from a ape go plates; and (7) preparing payrolls from 
addressograph plates for check and cash payments to employees, 

Organization 

The Division consists of a Washington disbursing office and 25 regional offices. 
In addition to the activities of the central and regional offices, payments are also 
made by delegation through 2,041 assistant disbursing officers, disbursing clerks 
and agent cashiers who are employees of other agencies, but who in disbursing 
public funds operate under the direction of the Division of Disbursement. For 


Increase or 

decrease 

Aver Aver- re 

age age 

posi- Amount posi- = ¢ 
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Adjustment to base (net). +168 
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the most part agent cashiers are located at Government agency stations, hospitals 
penal institutions and field locations where small on-the-spot cash payments anc 
collections must be made, (e. g., payment and collection on account of the Veterans 
patients’ fund, Federal prisoners’ fund, etc.). 


Increases, fiscal year 1955 

Public Law 286, 83d Congress, approved August 15, 1953, entitled ‘An act to 
reimburse the Post Office Department for the transmission of official Government 
mail matter,” provides that, ‘‘there shall be transferred to the Post Office Depart- 
ment as postal revenue out of any appropriations or funds available to depart- 
ments, agencies, and establishments concerned the equivalent amount of postage 
due therefor as determined pursuant to regulations prescribed by the Postmaster 
General.” 

Regulations of the Post Office dated September 1, 1953, in effect provide 
(1) that regular postage rates will be charged for checks, bonds, and letters mailed 
by the Division of Disbursement; and (2) that rates substantially equivalent to 
the present parcel-post rates will be charged for other matter transported through 
the mails (i. e., payrolls, vouchers, bond lists, schedules, ete.). 

The report of the Committee on Post Office and Civil Service (No. 732, Calendar 
No. 729) indicates that it is the intent of the act to require payment for ordinary 
mail. In the Division of Disbursement the franking privilege has been used for a 
purpose somewhat different from other Government agencies. Over and above 
its normal communication activities, similar to other departments, the Division 
also has the function of mailing 179,835,000 checks and bonds during the fiscal 
year 1955, which at regular postage rates will amount to $5,395,000; however, the 
appropriation estimate for this purpose has been reduced to $5 million. Economies 
necessary to effect this reduction cannot be foreseen at this time. This amount 
does not include postage in the amount of $92,976 for interdepartmental mail 
(i. e., instructions to regional offices, schedules, vouchers, ordinary correspondence, 
parcel post, ete.), which cost the Division will undertake to absorb. 

The mailing of checks and bonds is an operation which the Division cannot 
discontinue, modify or suspend since they must be mailed when directed by law 
or administrative action of the agency. 


LANGUAGE CHANGES 
No appropriation language changes will be necessary during the fiscal year 1955. 
Analysis of appropriation base 
REDUCTIONS 


Processing payments and collections: 


into the machine plates used on model 9300 addressograph 
machines. The procedure will permit the sensing of the claim 
number from the plate into the card check, which in turn can 
be listed on electric tabulating machine, thereby eliminating 
listing now being made. It is anticipated that the addresso- 
graph plates can be converted and this procedure put in opera- 
tion by July 1954 from which a saving of $90,000 may be 
realized. 
46, 638 


part of the fiscal year 1955. The charge will involve a net rental 
saving of $955 and permit a reduction of 16 key-punch operators 
at an aggregate salary of $45,683. 
(c) Extension of mocrofilm checks: 
The microfilm program which will be completed in the 
smaller regional offices during 1954, will result in a saving 
of $5,468. 


4, 750 


typewriters with line finders during the fiscal year 1955. will 
effect further savings in labor costs of $4,750. 
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1 Fa (a) Punching claim number on check ____-_-__.__._....__._.-.__. $90, 000 
; e A pilot study is being made of punching the claim number 
On 
: he replacement program of 81 model No. 96 punches with 
‘ 65 model No. 24 punches will be completed during the early 
(d) Extension of scriptomatic machines and electric typewriters 
Extension of the use of the scriptomatic machine and electric 
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Analysis of appropriation base—Continued 
REDUCTIONS—continued 


Processing payments and collections—Continued 
(e) Signature attachment 
The Division has developed an attachment to model 9300 
addressograph machine which will permit the printing and 
signing of the check in one operation. This attachment has a 
potential annual savings of $16,306. Half of this amount, 
$8,153, can be realized in 1954 and the other half in 1955. 
(f) Work simplification and cash awards programs 
It is estimated that suggestions under the work simplifica- 
tion and cash awards program in 1955 will result in miscella- 
neous savings, amounting to $9,137. 
(g) Postage on bulk mailing of checks to Manila 18, 265 
Under the present arrangement with the Veterans’ Adminis- 
tration 108,000 megeregy A checks payable to veterans or their 
dependents living in the Philippines are issued monthly in 
Washington and buik air-mailed to the Manila regional office 
for remailing. The Division is endeavoring to work out with 
the Veterans’ Administration a program which will save this 


postage. 
(h) Reduction of work volume 

The work volume for the fiscal year 1955 is estimated at 
191,179,200 payments as compared with 194,813,000 payments 
and collections for 1954, a reduction of 3,633,800 items as 

follows: 

Number Amount 

— 6, 843, 894 —$425, 156 


Miscellaneous payments 
Social security payments___...... +4, 663, 000 
National service life insurance — 550, 000 — 23, 527 


— 3, 633,800 —327, 024 
This reduction is more fully explained on page 61. 
Total reductions 


Issuance of savings bonds: 
(a) Work simplification and cash awards 
Improvements resulting from employee suggestions will 
effect savings of $500 for the fiscal year 1955. 
(b) Reduction in work volume 
Tke latest information indicates less Government employees 
for the fiscal year 1955 with a corresponding decrease of 
a savings bonds to be issued under the payroll savings 


plan. 
Total reductions 30, 565 


540, 000 


WORK VOLUME AND UNIT COSTS 


For the fiscal year 1953 a total of 188,708,437 items were handled with an 
expenditure of $10,257,905, or an average unit cost of $0.0544 per item. In the 
current year there will be 197,313,000 items with an expenditure of $10,140,000, 
making the average unit cost of $0.0514. The fiscal year 1955 will see a drop in 
the volume of work to 193,429,200 items. However, a new item of expense has 
been added as the result of Public Law 286, 83d Congress, which will require 
the Division to reimburse the Post Office Department for all Government checks 
transmitted through the mails. The requirements of this act have added $5 mil- 
lion or over 50 percent to the appropriation request which would otherwise be 
$9,600,000. This additional cost will increase the unit rate from $0.0496, which 
ptt ig have been the lowest ever attained, to $0.0755 for the fiscal 
year 1955. 

The following tables reflect the workload, expenditure, and unit cost for the 
fiscal years 1953, 1954, and 1955. 


|| 
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Salary payments 757, 409 14. 533 t 
509, 435 
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Volume, unit cost, and cost by activity, 1953 


Agency N of | unit cost 


1. Processing payments and collections: 
Veterans’ Administration - 


Social Securit 
Income-tax refunds... 
25, 291, 572 


186, 137, 886 
2, 570, 551 


188, 708, 437 


Volume, unit cost, and cost by activity, 1954 


Agency ite Unit cost 


1. Processing payments and collections: 
Veterans’ Administration 
Refunds on national service life insurance 
Social Security Administration 
Income-tax refunds 


Volume, unit cost, and cost by activity 1955 


Agency Number of | Unit cost | Total cost 


1. Processing payments and collections: 
Veterans’ Administration $3, 579, 724 
Refunds on national service life insurance 146, 398 
Social Security Administration 2, 610 


834, 

Income tax refunds. Wa , 000, : 1, 264, 28 
1, 504, 901 

191, 179, 200 i 9, 329, 915 
4, 990, 850 


Subtotal 
pendity thal. - 
Total processing payments and collections 191, 179, 200 P 14, 320, 765 


2. Issuance of savings bonds 
Cost of penalty mail 


Total issuance of savings bonds 


Less penalty mail costs 0259 5, 000, 000 


Total exclusive of penalty mail costs 7 9, 600, 000 


Determination and application of unit cost—Prior to 1933 Government checks 
were written in most agencies by typewriter on rag paper check (20 pound), as 
distinguished from the new form (card check), punched and interpreted by 
electrical accounting machines. When the Division was origanized, some recurring 

ayments were made by machine addressing equipment, as for example, in the 

eterans’ Administration and Employees’ Compensation Commission. Aside 
from these instances the other agencies all used typewriters. Records of appro- 
priations and expenditures before 1933 indicate that the average cost for typing 
a check was 13 cents. The cost of an addressograph check at that time is not 
obtainable, but likely it was much less than the typed check. Since that time 
with the use of production control, improved mechanical equipment, and stream- 
lined procedures, the Division has reduced the average unit cost to $0.0496 for 
1955 exclusive of the cost of penalty mail for checks and bonds. 


Total cost 
¥ isurance 3, 882, 911 . 0447 173, 465 
4 . 0421 2, 440, 214 
0426 1, 413, 731 
a . 0769 1, 945, 321 
Total cost 
4 67,028, 000 $0. 0566 $3, 704, 190 
4, 000, 000 . 0431 172, 275 
67, 494, 000 0403 2, 722, 784 
31, 000, 000 . 0414 1, 282, 523 
‘ Other administrative agencies...................- ee. 25, 291, 000 . 0738 1, 867, 578 
2, 500, 000 . 1203 300, 650 
2, 250, 000 1241 279, 235 
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Unit costs vary among the different activities served, depending on the class 
of vouchers (i. e., typed, addressograph, or transfer posted), volume of work, 
amount of service required, and other conditions. The appropriation estimate 
each year is based on the projected cost for each activity as reflected in the 
standard cost accounting records. Notwithstanding increased salaries and 

rices on commodities, the cost per check has been declining year after year. 

erformance of the civilian disbursing function by a single agency reduces over- 
head, supervision, and administrative expenses. Moreover, the large volume 
processed enables a high degree of specialization in operative tasks, and permits 
the extension of laborsaving devices for mass production. 

In presenting the appropriation estimates, the policy has been to discuss the 
costs of the most recently completed year, the current year, and the budget year. 

Unit cost for fiscal year 1953.—The Division originally estimated a unit cost for 
1953 of $0.0648. The initial figure was lowered by two factors. (1) The manage- 
ment improvement program produced savings of $815,559. These savings were 
derived from the redistribution of the area work volume, improved production 
control, earlier application of cost findings, intensification of the records disposal 
program, better printing and reproducing techniques, simplification of bond 
issuance procedures, conversion from cash to check payments for salaries, sub- 
stitution of the combination voucher schedule for separate vouchers and schedules, 
extension of use of Model 9300 addressing machine and re-inking devices, introduc- 
tion of bill feed method for writing income tax refund checks, and miscellaneous 
smaller improvements, relating to refinements arising from the work simplification 
and cash-awards programs for employees. (2) The appropriation for 1953 as 
made to the Division of Disbursement has been reduced for funds transferred to 
the Bureau of Accounts, as a result of the consolidation of the accounting for 
appropriations, which function formerly had been performed in the Division of 
Bookkeeping and Warrants and also in the Accounting Section of the Division of 
Disbursement. The change thus effected enables the maintenance of a single 
set of appropriation accounts in lieu of the two sets that had been required pur- 
suant to law prior to the issuance of Treasury Order 164. 

Unit cost for fiscal year 1954.—The unit cost for the fiscal year 1954 of $0.0514 
for 197,313,000 items is three-tenths of a cent less than that in the preceding year. 
In projecting this rate, the Division extended the 1953 rate reduced by anticipated 
savings under the management program. This reduction includes all major pro- 
grams for the preceding year and in addition thereto, supplemental savings from 
projects begun late in 1953 or not started until 1954. Expenditures for the fiscal 
year 1954 will be further reduced by curtailment of equipment purchases (not 
savings). After giving effect to the management improvements, reduction of 
expenditure for purchase of equipment, and transfer of the accounting function, 
the cost will be $10,140,000 for processing the 197,313,000 items or $0.0514 per 
item. 1 

Unit cost for fiscal year 1955.—In 1955 foreseeable savings amounting to $182,911 
has further reduced the unit cost to $0.0496, exclusive of the cost of penalty mail 
which will increase the unit rate by $0.0259. These savings are more fully ex- 
plained under the heading ‘‘Analysis of appropriation base.’’ By applying the 
unit rate of $0.0496 to the work volume of 193,429,200 an appropriation of 
$9,600,000 will be required in 1955, exclusive of the cost of penalty mail required 
which increases the appropriation request to $14,600,000. The 1955 cost has 
been computed on the present basis, although the latest index published by the 
Department of Labor indicates an upward trend. 

Work volume for fiscal year 1955.—The reduction in work volume of 3,883,800 
items for the fiscal year 1955 may be summarized as follows: 


Number of items 


Agency 


1, Processing payments and collections: 
Veterans’ Administration 


| 32323 


aE 


% 
1954 1955 Decrease 
028,000| 64,788, 2, 240,000 
Refunds on national service life insurance _ -............ 4, 000, 000 3, 450, 550, 000 
Social pepe | Administration......................-.-| 67, 494,000 72, 051, +4, 557, 000 
Income tax refunds_..............-.--...---.--.---....-| 31,000,000 31, 000, 0 
Other administrative agencies._...............-.-.-..-.] 25, 291,000 19, 890, 5, 400, 800 
2. Issuance of savings bonds. ..............-.--.----------..-- 2, 500, 000 25 250, 000 
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COMPARISON OF FISCAL YEAR 1954 WITH FISCAL YEAR 1955 


You show a request for 1955 of $14,600,000. Information contained 
on page 47 of the justifications indicates $11 million was appropriated 
for this activity in the current fiscal year, but through transfer and 
reductions that amount has been reduced to $9,600,000, which shows 
as a base for the new fiscal year 1955. 

io this point in the record, discuss briefly how these changes were 
made. 

Mr. Bannina. As you mentioned, Mr. Chairman, in 1953 we 
received an appropriation of $12,200,000. 

In 1954, we received $11 million. This year, we are asking for a 
deficiency of $4,800,000, to defray a new charge for postage of 3 
cents per check mailed, required under Public Law 286; the total 
funds for the current year 1954, which we will require, therefore, 
amount to $15,800,000. As compared with that amount, next year 
we are asking for $14,600,000, or $1,200,000 less. 

The appropriation request for 1955 is made up of $9,600,000 for 
processing checks and $5 million for postage. You might compare 
the $9,600,000 for 1955 with the $11 million for 1954 from an operating 
standpoint, 

That shows a reduction thereof of about $1,400,000. This is made 
up largely of the savings we have effected by improved techniques and 
greater mechanization. 

In the past 3 years, the cost of writing checks has steadily gone 
down. At the beginning of the fiscal year 1953, the unit cost was 
6% cents. For 1953, the average cost ultimately was 5% cents per 
item. For 1954, the cost will be 5% cents; and for 1955, it wiil be 
less than 5 cents. This latter cost is exclusive of accounting. 

In 1952, we had an average working force of 2,932 employees; in 
1953, 2,734 employees. This year, we plan to reduce the force to 
2,480 employees. Next year it will be 2,267 employees. The decrease 
in the number of employees results in the beneficial effect on unit 
costs. As has been brought out we did this by employing the prin- 
ciples of mass production in processing checks on the latest type 
machines. 


POSTAGE REQUIREMENTS 


Mr. Canrietp. With regard to this law which requires you to pay 
postage on these individual items, that leads me to this question: 
Is your Division, perchance, the biggest mailer in the Federal service? 

Mr. Bannina. The members of the Post Office Department who 
visited the Division in relation to receiving an accounting for postage 
charge on checks told us we were a far larger user of the mails than 
any other department. 

As I recall, they stated they expect to receive about $40 million, of 
which about $5 million would come from the Division of Disbursement. 

Mr. CanrFie.tp. Have any new activities been transferred into this 
Division during the past year? 

Mr. Bannina. No new activities have been transferred into the 
Division. 
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AMOUNT REQUESTED OF BUDGET BUREAU 


Mr. Canrretp. Would you be good enough to tell us what funds 

you originally requested from the Bureau of the Budget? 
Mr. Bannina. We requested $9,600,000, which is the same figure 
as now included in the appropriation request for processing checks. 
which will actually 


To that has been added $5 million for postage, 
cost us about $5,488,000. 


MECHANICAL DEVICES 


Mr. Canrietp. Did you tell us, Mr. Banning, that you added some 
new mechanical devices during this last year? 

Mr. Bannina. The Division is continually working on improved 
machines. We recognize that we are a processing organization, as 
distinguished from the oldtime disbursing officer who considered 

imself mainly a fiscal officer, and who gave a great part of his atten- 
tion to the legal and financial aspects. 

We have gotten away from that. We process our work on the 
basis of certified lists. 

Now, given that condition we can specialize on mass-production 
methods. We use the best machines that we can employ. For re- 
curring payments, we use an Addressograph machine which prints 
the aad: from a sensing plate. At the same time, in that operation, 
we also punch the holes into the card check and add the amount of 
the payment, thus combining several operations. On one-time checks, 
we have each year extended the use of facsimile-transfer posting to save 
typing expense. It gives a more accurate and more economical record. 
Under the facsimile-transfer method it is true the check, itself, has an 
impression transferred from the carbon on the reverse of the schedule, 
The impression may not be as clean and sharp as a typed check, but 
the cost is far less. Such checks have been accepted without ever any 
question by any bank. 

We are now working on various new types of equipment. One that 
TI mentioned is the combining of the check-signing function and the 
imprinting function in one operation, to save help. 

Right now the Division has a project which plans to use, in place 
of the liquid solvent required for the facsimile-transfer posting method 
a hot iron. Transfer of a carbon impression by heat is similar to the 
old system that was used whereby a carbon impression was transferred 
to a piece of linen or a doilie by use of a hot flatiron. 

Tomorrow we have a demonstration of this new method. Inci- 
dentally, this equipment was developed by one of our employees. 

We also are working continuously on streamlining procedures. 
Our efforts so far, I think, have been pretty successful. Two years 
ago, I indicated that some day we would be free from maintainin 
and checking appropriation balances. That has come to pass. 
am pleased to say that satisfactory progress has been made in the 
Division of Central Accounts in the Bureau, . 


UNIT COSTS 


Mr. Canrietp. Your unit cost this year is the lowest in history; is 
it not? 
Mr. Bannina. I think it is the lowest in history. 


4 
3 
4 
| 


nds 


ure 


135 


Mr. Canrre.p. I don’t think there is any question about it. Can 
you make that statement unqualifiedly? 

Mr. Bannina. It is the lowest unit cost of the Division of Disburse- 
ment since I have been with the organization. 

The lowest unit cost for writing checks in the Division of Disburse- 
ment was in the fiscal year 1941 when the unit cost was 4.67 cents 
per item. The rate in that year was about 3 mills or one-third of a 
cent less than the projected rate of 4.99 cents for the fiscal year 1955. 
In a comparison of the 2 vears, 1941 and 1955, the component elements 
making up the charge for personal services and other obligations are 
very different. In 1941 the average salary of all employees in the 
Division of Disbursement was only $1,716, whereas by 1955 it had 
risen to $3,536, an increase of more than 100 percent. Similarly the 
prices of equipment, supplies, utility services, and so forth have 
correspondingly increased. Over the 14 years intervening the Divi- 
sion by improved techniques in processing checks has virtually 
absorbed the increased cost of salaries and supplies, an accomplish- 
ment unmatched in few industrial organizations. 


AND COLLECTIONS 


PROCESSING PAYMENTS 


Mr. Canrie.tp. Without objection, pages 57 through 60 of the 
justifications will be inserted in the record at this point. They relate 
to processing payments and collections for which $14,320,765 is re- 
quested, an increase of $4,990,850, which you explained in your 
opening statement. 

(The material referred to follows:) 


PROCESSING PAYMENTS AND COLLECTIONS 


This activity includes work incident to the making of payments for the various 
Government agencies, such as: (a) veterans’ pension, veterans’ compensation and 
subsistence; (b) national service life insurance premium payments; (c) social 
security benefits; (d) income tax refunds; and (e) civil service retirement annuities; 
employees’ compensation; salaries of Federal employees and miscellaneous pay- 
ments to the creditors of the United States. There follows a brief description, 
work volume, cost and unit cost (exclusive of the cost of penalty mail) for the 
fiscal years 1954 and 1955, under each of the foregoing headings. 


(a) Veterans’ payments 


Number of 
items Unit cost | Cost 
| | 
67, 028, 000 $0. 0566 | $3, 794, 190 
| 64, 788, 000 | 0553 3, 579, 724 


These payments include disability, compensation, pension, and insurance pay- 
ments to veterans, their widows, and dependents: subsistence allowances for 
students, work allowances for on-the-job training, self-employment compensation, 
veterans’ loans, tuition, books, charges by schools and colleges; and other veteran 
benefits. Administrative expenses and salary payments to employees of the 
Veterans’ Administration are also included under this heading. The work volume 
for 1955 reflects decreases in salary payments, miscellaneous payments and 
collection items. 
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(b) Refunds on national service life insurance 


Number of y. 
iteme Unit cost Cost 


These payments represent the return of excess premiums paid by holders of 
national service life insurance. Payments are paid currently on the anniversary 
date of each policy. The Veterans’ Administration estimates that there will be 
550,000 less payments in 1955, at a decreased cost of $25,877. 


(c) Social security payments 


a of Unit cost Cost 
67, 494, 000 $0. 0403 $2, 722, 784 
72,051, 000 . 0393 2, 834, 610 


The Social Security Act provides among other things that cover workers upon 
reaching a specified age are entitled to monthly old-age and survivors benefits, 
including payments to their wives, widows, minors, and dependent children. 
This activity has steadily grown, the increase averaging over 4 million payments 
a year. 

(d) Income tax refunds 


Number of 
Unit cost Cost 
31, 000, 000 $0. 0414 $1, 282, 523 
int 31, 000, 000 0408 1, 264, 282 


Under the income-tax law employers are required to withhold a graduated per- 
centage of earnings from employees. Amounts so withheld are paid to the 
directors of internal revenue. Federal income tax refunds are primarily covered 
by the following conditions: (1) The withholding income tax tables as prescribed 
by law are only approximate rounded figures; (2) annual total income of less than 
$600 is nontaxable and all amounts withheld are refundable; (3) estimated income 
tax payments exceed the actual tax payable; (4) any unemployment or reduced 
income for a part of the year could cause an overpayment of taxes. 

For the fiscal years 1954 and 1955, the Internal Revenue Service estimates 
31 million refunds as compared with the actual volume of 33,197,000 for 1953. 
Although there is no decrease in work volume for 1955, the anticipated manage- 
ment savings will reduce the cost of handling this type of check by $18,241. 


(e) Payments for other agencies 


Number of 
{teens Unit cost Cost 
1984 appropriation. 25, 291, 000 $0.0738 | $1, 867, 578 
19, 890, 200 0757 1, 504, 901 
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work volume by agencies. 
Number of items 


Payments for other agencies are made on such items as administrative expenses, 
salaries, public works, contracts, disability and death benefits paid by The 
Bureau of Employees’ Compensation, Civil-Service retirement payments, and 
other obligations of the United States. Each agency served has advised the 
Division of the estimated number of payments to be scheduled during the fiscal 
year. The total items for 1955 reflect a decrease in salary and miscellaneous 
payments amounting to 5,400,800 items. There follows a table of the detailed 


Agency served 


1954 estimate 


Agriculture (including CCC and F. 8. 
Commerce (including national production authority)...........-...._.. 


iry 

Defense Materials Procurement Agency 
Department of Health, Education, and Welfare. 
Federal Civil Defense Administration. ____ 
Federal Communications ‘ 
Federal Mediation and Conciliation Service.................--....--...- 
Housing and Home Finance Agency...................---.-------------- 
Interstate Commerce 
National Advisory Committee for Aeronautics 

Securities and Exchange Commission....................-.-.----------.- 


33, 316 
241, 325 


19, 890, 200 


Work volume and cost by object of expenditure 


Appropria- 
tion base, Increase 
1955 
1, 990, 981 6, 981, 831 $4, 990, 850 


EXPLANATION OF INCREASES 


166,361,000 checks will be mailed to the payees. 


For purposes of the record, at this point, elaborate on your original 
statement concerning that amount, Mr. Banning. The increase of 


$4,990,850. That is postage, is it not? 


The increase is due entirely to Public Law 286, 83d Congress, which requires 
the payment of 3 cents postage on all checks mailed. Of the 191,179,200 pay- 
ments and collections included under this activity, it is estimated that at least 


275 
398 
877 
of 1955 estimate 
; 1, 947, 561 1, 670, 074 
1, 375, 857 1, 059, 060 
_ ij 2, 847, 588 2, 672, 376 
F 34, 200 31, 844 
§ 275, 900 272, 601 
25, 355 24. 476 
— | 3, 388, 300 3, 389, 553 
. 24, 700 16, 051 
786, 000 630, 737 
20, 200 0 
6 ; } 44, 100 45, 661 
, 39, 725 41, 954 
os ‘ | 16, 205 15, 449 
; 35, 150 23, 850 
21, 875 21, 397 
4 275, 000 173, 473 
, i | 1, 971, 800 1, 261, 719 
' F 2, 458, 400 734, 368 
; | 75, 100 82, 474 
i | 118, 800 93, 400 
; | 244, 200 233, 975 
279, 400 13, 702 
7 53, 610 50, 460 
t 14, 450 20, 324 
Pe 20, 600 17, 027 
31, 140 31, 603 
‘ 329, 700 307, 280 
31, 800 31, 202 
Total 
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United States savings bonds 
Appropriation base 1955 $270, 085 


Increase from base 9, 150 


The payroll savings plan providing for voluntary purchases of United States 
savings bonds by Federal employees was commenced in 1942. Under the plan 
participating employees stipulate sums to be withheld from their wages each 
payday. The amounts withheld are credited to the employee’s account against 
which a bond is issued to the employee when the amount of the purchase price 
has been accumulated. This plan not only aids the financial program of the 
Government in its funding operations, but also serves as an example to industry 
and other private employers. In 1942 the Secretary of the Treasury designated 
the Division of Disbursement to issue bonds purchased by civilian employees. 
The peak of the program was reached during the fisal year 1945 when 4,554,000 
bonds were issued. Following the end of the war, the bond progam declined 
with the reduction of civilian force; however, a large percentage of the employees 
retained, have continued to avail themselves of this method of saving. The 
present trend indicates that 2,500,000 bonds will be issued in fiscal year 1954 and 
2,250,000 for 1955, a reduction of 250,000 bonds. 


Work volume and cost by object of expenditure 


Appropri- Estimat 
ation base, 
1955 1955 


Personal services $260, 684 


Unit cost $0. 1200 


EXPLANATION OF INCREASE 


The increase is due entirely to the provisions of Public Law 286, 83d Congress, 
which requires the payment of 3 cents postage on all bonds mailed. Of the 
2,250,000 bonds included under this activity, it is estimated that at least 305,000 
bonds will be mailed to the payees. 


-WORK VOLUME AND UNIT COST BY YEARS 


The following table reflects the actual number of payments, collections, savings 
bonds, cost and unit cost for the fiscal years 1949 through 1953 and the estimates 
for the years 1954 and 1955. 


Savings Average 
Payments bonds Cost | unit cost 


175, 735, 576 \ 581 |$11, 215, 534 $0. 0610 
189, 736, 578 ‘ , 097, 11, 955, 053 - 0603 
11, 600, 042 - 0617 
12, 682, 749 - 0640 
10, 818, 617 
1 10, 578, 533 
19, 840, 790 


1 Excludes the cost of penalty mail under Public Law 286. 


The practice of comparing unit cost from one year to the next is sound, but it 
should be recognized that a different unit cost of itself does not always reflect 
progress or retrogression. For some years the Division has been proud to report 
successively a unit cost lower than that for the preceding year. Such a trend 
cannot go on indefinitely, especially when wages, materials, and utility services 
have increased—salaries alone more than 60 percent since 1944, and supplies at 
about the same rate. There is, however, another method of comparison in which 
the trend from year to year may be considered in the light of progress or retro- 
gression. Annual production ratios have particular significance. The conclu- 


$18, 551 $9, 150 

$0. 1241 $0. 0041 { 

{ 

1950, 
1951, 
1953, 
1954, estimated... 

1955, estimated. 
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sion from them is simple and inescapable. If the work to be performed has in- 
creased (as it has definitely been established) whereas on the other hand the 
number of persons actually employed has decreased (as has definitely been estab- 
lished) then some progress must have been made in securing greater production 
from the employees. We think the progress so made is creditable. By increasing 
production year after year we have reduced the expense of labor which would 
otherwise have been incurred. There follows a table which shows for each year 
since 1944 the total number of items to be processed, the number of employees 
actually used to perform the work, the average production of each employee, ete. 


| } | | Percent- 
age of in- 
| | Average | “8° 0! 
Tease 
Number of produc- 
items ployees ‘on per | per 
jemployee jemployee 
| over 1944 


Fiscal year 


Thous. | 
76, 250, 894 36 
1945 actual 95, 057, 304 
1948 actual... 
1949 actual. 
1950 actual anh 
1051 actual. ...........- 
1954 estimate... 
1955 estimate __ 


205, 455, 800 
196, 917, 000 


Standard classification schedule (direct obligations only) 


| Increase (+) or decrease 


Appropri- Appropri- 


ation 
estimate, 
1954 


ation 
base for 
1955 


Appropri- 
ation 
estimate, 
1955 


(—) 1955 estimate over— 


1955 base 


Total number permanent positions 
Average number of employees._......_. 
Average salaries and grades: 
General schedule grades: 
Average salary 
Average grade 


OBJECT CLASSIFICATION 
Personal services: 


Permanent positions 
Part-time and temporary positions 


Regular pay in excess of 52-week | 


Payment above basic 


Total personal services 
Transportation of things.............__- 
Communication 
Rents and utility services: 

Space. 

Equipment 


Subtotal 


Printing and reproduction 
Purchase of blank checks______- 


Subtotal 
Other contractual 
Supplies and ma 
Equipment 
Taxes and 


Total appropriation or estimate. 


$7, 448, 554 
632, 900 


25, 580 | 
27, O54 


$7, 016, 803 
531, 750 


24, O11 
27,054 

7, 599, 618 
17, 200 
97, 400 
124, 500 


$7, 016, 803 
531, 750 


24, O11 
27, 054 
7, 509, 618 | 
17, 200 | 


—$431, 751 
—101, 150 


2, 600 


"BT, 235 | 
520, 236 


577, 471 | 


| 258, 343 | 


57, 235 
520, 236 


577, 471 


+10, 413 


* 10,140, 000 | 9, 600, 000 | 14, 600, 000 | +5, 000, 000 | +4, 460, 000 


§ Does not include proposed supplemental due to cost of penalty mail, Public Law 286; 


5 
5 
0 ‘ 
¢ 
28 
28 
36 
50 
86 
119 
1 128 
139 
| 
; 2, 219 2,219 2, 086 0 | —133 
2, 373 | 2, 373 2, 205 0 | —168 
4 $3, 484 | $3, 484 $3, 536 0 +$52 
GS-3.4 GS-3.4 GS-34 | 0 0 
SS 
| 
0 
base 0 —1, 569 
| | | 0 | 0 
| 8,134, 088 0| 534,470 
ing 17, 400 0 —200 
? 97,900 | 97, 400 0 —500 
; 125, 100 | 5,124, 500 | +5, 000, 000 | +4, 999, 400 
2,00 | 2,000 0 0 
i 256, 343 256, 343 256, 343 0 0 
568,653 | +8, 813 
53,200; 52,900| 8290; O| —300 
. | 690, 134 690, 568 690, 568 0 —8, 566 
| 160, 577 159, 500 159, 500 0 =1, 077 
25, 600 | 22, 500 | 22, 500 0 | —3, 100 
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Mr. BannineG. The increase of $4,990,850 is made up entirely of 
postage on checks. The increased charges for postage in relation to 
the issuance of United States savings bonds is $9,150. The 2 items 
total $5 million. 

INSUSANCE OF SAVINGS BONDS 


Mr. Canrietp. With respect to the issuance of savings bonds, it 
is noted that the amount available for the current fiscal year is 
$270,085 and that $279,235 is requested for 1955 which accounts for 
the increase of $9,150 just referred at this point. 


(The material referred to follows:) 

Do you wish to add anything to what has already been said? 

Mr. Bannina. The increase of $9,150 is due entirely to postage on 
savings bonds. 

Mr. Canrie.tp. These savings bonds issued under your direction 
are issued to Federal workers only? 

Mr. Bannina. They are issued only to Federal workers under the 
Federal payroll savings plan. Deductions are made on subscriptions 
by the employees. Which are withheld in a special deposit account. 
When they reach the required amount of the bond for which the 
employee has signed up, notice is sent to the Division of Disbursement. 
We issue the bond and the schedule at the same time. 


DEMANDS OF OTHER FEDERAL AGENCIES 


Mr. Canrietp. Mr. Banning, we know your work is entirely con- 
trolled by the demands of various Federal agencies. 

In your statement, today, you say, ‘With respect to appropriated 
funds, there will be a decrease of 2,790,000 items for the Veterans’ 
Administration; 5,400,800 for other agencies; and 250,000 savings 
bonds,” adding that “the reductions will be offset by an increase in 
the social-security payments of 4,557,000 items.” 

Do you have any information on those amounts? 

Mr. Bannine. I think those amounts are firm. ‘The increase in 
social security occurs every year. At the beginning of this year, 
following our practice, we reviewed the estimates given by the agencies. 
The budget officer, in a memorandum of January 6, states that— 
In accordance with the usual policy, letters were addressed to the larger agencies 
served by the Division of Disbursement, requesting them to review their estimates 
of work volume submitted to the Department earlier this fiscal year. 

Replies received from the Departments of Agriculture, Commerce, Health, Edu- 
cation, and Welfare, Interior, Justice, Labor, State, Veterans’ Administration, 
Social Security Administration, Internal Revenue, Public Housing, Home Loan 
Bank Board, Civil Service, Atomic Energy, and Selective Service confirm the 
work volume estimates submitted earlier this year. The revised estimates sub- 
mitted by the General Services Administration and the Federal Housing Adminis- 
tration reflect slight increases over the original estimates. 

Based on the above information, it is believed that the estimate of 196,971,000 
items included in the appropriation estimates for 1955 is sound, considering the 
current outlook and trend proiections. 

Mr. Canrrexp. I suppose the VA item had. something to do with 
forinsurance. 

fr. Bannina. There will be a reduction of 550,000 payments on 


NSLI premium refunds, apparently through veterans dropping those 
policies, and in accordance with a realinement of the program. 
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The biggest drop in the Veterans’ Administration volume will be 
the decrease in veterans’ benefit payments amounting to 2,240,000 
items. 

There is also a substantial item here, a 5,400,80) item drop in 
business, which will be attributable to payments and collections made 
for other regular agencies. That is brought about by a change which 
we expect to introduce in the next fiscal year, whereby collections will 
be deposited directly by the agencies, and not clearing through the 
Division of Disbursement. We are trying out the change in order to 
simplify the handling of collections. Those collections so handled 
will be in the neighborhood of 6 million items. 


OVERPAYMENTS 


Mr. CanFreLp. Now, you also tell us in your statement that— 
An overpayment, if made, is charged against the disbursing officer, which he must 
make good from his personal funds, unless recovery is had from the payee, or relief 
is granted by Congress. 

During the last year, were there many such cases? 

Mr. Bannina. No, sir, there have been surprisingly few overpay- 
ments in the Division of Disbursement. Hardly any person takes on 
a disbursing job without concern for his own personal accountability. 

At the present time, there are some outstanding overpayments. 
Going back over the years—cases where we have not yet asked for 
relief from Congress—lI think there are about 135 all told in the Divi- 
sion of Disbursement, amounting to something over $12,000. The 
number of cases is small in relation to more than 1 biilion checks issued 
during that period. Of course, the 135 items which are outstanding 
must be cleared. On many other items we have had relief from Con- 
gress and the Comptroller General. If the transaction shows no 
negligence on the part of the disbursing officer, and diligence in 
effecting collection, relief is granted if the disbursing officer’s case is 
good. 

Mr. James. Mr. Chairman, Mr. Banning’s statements to this com- 
mittee are always so thorough, all inclusive, and comprehensive, that 
I can think of nothing I would like to say or anything I want to add. 

Mr. Gary. Mr. Chairman, I would just like to say that I think 
Mr. Banning always makes a very excellent witness. I also think 
that over the years he has done a good job on economy in his bureau. 
I have questioned him at length in previous years. He gives us a 
very complete statement and a very accurate one of what is going on. 
I think he has done a good job. 

Mr. CanFiE.p. I agree, and I am sure that Mr. Banning recalls my 
encomium of yesteryear, and I would like to add at this time that I 
feel, too, that Mr. Maxwell, of the Commission of Accounts, has done 
likewise. I know the committee is deeply impressed at this time with 
the presentation made, today, regarding current and potential savings 
in the Bureau and throughout the Treasury Department, as a result 
of improved procedures in accounting. 

Thank you, gentlemen. The committee stands adjourned until 
tomorrow morning at 9:30 o’clock, when the Bureau of the Public 
Debt will be represented. 
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Tugspay, JANUARY 19, 1954, 
BUREAU OF THE PUBLIC DEBT 


WITNESSES 


L. KILBY, COMMISSIONER OF THE PUBLIC DEBT 


M. MERRITT, 


ASSISTANT COMMISSIONER 
A. HEFFELFINGER, DEPUTY COMMISSIONER 


E. OBERG, BUDGET AND ACCOUNTS OFFICER 
B. COLE, ASSISTANT BUDGET AND ACCOUNTS OFFICER 


ADMINISTERING THE Purtic Derr 


Amounts available for obligation 


1953 actual 


Appropriation or estimate 
Transferred pursuant to Reorganization Plan No. 26, of 1950 


to— 
“Salaries and expenses, Office of the Secretary of the 
Treasury” 


“Salaries and expenses, Bureau of Accounts, 


Adjusted appropriation or estimate 
Reimbursements from other accounts 


Total available for obligation 
Unobligated balance, estimated savings 


Obligations incurred 
Comparative transfer to— 
“Salaries and expenses, Office of the Secretary of the 
Treasury” 
“Salaries and expenses, Bureau of Accounts, Tres asury”’_ 
“Salaries and expenses, Oflice of the Treasurer’ 


Total obligations 


$51, 750, 000 


$50, 000, 000 


— 289, 000 
—51, 000 


| 
1954 estimate 1955 estimate 


$45, 400, 000 


49, 660, 000 


— 322, 931 


51, 317, 793 


—194, 260 


51, 090, 499 


49, 260, 000 


45, 400, 000 


Obligations by activities 


Description 


1953 actual 


1954 estimate 


1955 estimate 


Direct Obligations 


. Issuance, servicing, and retirement of savings bonds 
. Issuance, servicing, and retirement of other Treasury 
securities... 


. Verification and destruction of unfit United States beams 


. Maintenance and audit of public debt accounts. - 
. Promotion of the sale of savings bonds 
6. Executive direction 
Deduct obligations which are included in a supplemental 
sropeusd for later transmission (reflected at the end of this 


Total direct obligations 
Obligations Payable Out of Reimbursements From Other 
Accounts 


2. Issuance 


servicing, and retirement of other Treasury 
securities 


$37, 755, 069 
6, 577, 691 
637 


$37, 240, 693 


6, 741, 815 
69, 923 
976, 315 
5, 125, 600 
105, 654 


1, 000, 000 


$32, 706, 720 
6, 717, 911 


51, 088, 775 


1,724 


51, 090, 499 


45, 400, 000 
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D. 
R. 
R. q 
H. q 
| 49,660,000 | 45, 400, 000 
3 
992, 403 974, 415 
4, 945, 155 4, 897, 500 ‘ 
216, 820 103, 454 ; 

Total obligations... | 49,260,000, 
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Obligations by objects 


Object classification | 1958 actual | 1954 estimate | 1955 estimate 


Summary of Personal Services 


Total number of permanent positions __._...........--.---- | 4, 784 4, 644 4, 326 
Full-time equivalent of all other positions_. | 
Average number of all employees. -.-.------ i = 4, 304 4, 205 | 4. 036 


Average salaries and grades: 


General schedule grades: 
Average salary ‘ $3, 835 $3, 824 $3, 867 
Average grade GS-4.1 | GS-4.0 | GS-41 


Crafts, protective, and custodial eaten 
Average salary 


$3, 110 $3, 140 
crc 


Personal service obligations: 
Permanent positions. 
Other positions. 


$16, 065, 917 $15, 521, 143 
20, 334 6, 555 


Regular pay in excess of 52-week base. _..—- 59, 031 
Payment above basic rates.._._.......----- 2, 524 
Total personal service obligations... | 16, gil, 482 16, 140, 200 15, 580, 2 

= 


Direct Obligations | 
01 Personal 16,909,941 | 16, 149, 
02 Travel.. 383, 058 | 379, 318 
03 Transportation of things _. bap 175, 147 210, 472 | 
04 Communieation services 179, 685 | 1, 180, 247 
05 Rents and utility 672, 421 | 659, 996 
06 Printing and reproduction: | | 
Engraving and printing..........._-. jade 2, 911,694 | 2, 830, 640 2, 253, 992 
Other 740, 136 | 666, 647 | 606, 497 
07 Other contractual services... acuccescesoe=e 361, 463 | 351, 400 315, 510 
Services performed by other agencies: } 
Federal Reserve banks BER re 23, 820, 390 24, 082, 660 | 22, 427, 100 
Post Office Department Es : 4, 080, 000 945, 000 644, 000 
All other eee ae a 287, 944 251, 245 | 250, 480 
08 Supplies and materials.........-- 383, 387 376, 727 | 365, 226 
09 Equipment 42, 269 144, 136 120, 178 
15 Taxes and assessments............-.-------------------- | 28, 805 32, 282 | 30, 682 


Deduct obligations which are included in a supplemental 
proposal for later transmission (reflected at the end of this | 


disect 


Obtigations Payabte Out of Reimbursements From OtherAccou nis | } 


01 Personal services 


Total obligations payable out of anaes from 


5 , 090, 400 49, 260, 000 45, 400, 000 


Analysis of expenditures 


1955 estimate 


1953 actual | 1954 estimate 


Unkquidated obligations, start of year...........--..-.------- $9, 066, 580 , 123, 471 $6, 083, 471 
Obligations incurred during the year.........--..-...---.-- 51, 317, 793 49, 660, 000 45, 400, 000 


60, 384, 373 55, 783, 471 51, 483, 471 


Deduct: 
Obligated balance carried to certified claims account. 164 
Unliquidated obligations, end of year......-....---..--.-- 6, 123, 471 6, 083, 471 5, 483, 471 
54, 071, 1, 361 49, 700, 000 46, 000, 000 


Expenditures are distributed as follows: rs 
Ont of current authorizations , 700, 000 40, 000, 000 
Out of prior 8, 730, 861 6, 000, 000 


42490—54——10 


54, 
j $3, 056 | 
CPC-33 
258 
00 
00 
00 
0 
oa 
- | 51,088,775 | 49,260,000 | 45, 400, 000 
| 
| 
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Mr. Canrietp. The committee will now come to order for the 
purpose of hearing the presentation of the Bureau of the Public Debt. 

We have as witnesses Commissioner E. L. Kilby and the members 
of his staff. 

Commissioner Kilby, do you have a statement that you wish to 
make at this time? 

Mr. Kixsy. I have. 

Mr. Canriexp. Will you be good enough to proceed? 


GENERAL STATEMENT 


Mr. Kirtsy. Mr. Chairman and members of the committee, effec- 
tive management of the public debt is one of the most important and 
challenging responsibilities of the Treasury today. The debt is widely 
held and to a substantial degree, chiefly through the savings-bond 
program, has a direct effect on the economic status of millions of 
American families. The role of the Bureau of the Public Debt in the 
debt-management program is principally one of service. It is our 
responsibility to issue the securities, process transactions involving 
them while they are outstanding, and effect and record their retire- 
ment. It is our aim to render prompt, efficient, and equal service 
to all investors at the least possible cost. Attainment of this objec- 
tive goes a long way toward instilling and maintaining in the minds of 
all bond owners confidence in the sable debt, and indirectly promotes 
the efficiency and effectiveness of the overall debt-management 
program. 

We are requesting an appropriation of $45,400,000 for 1955. Of 
this amount $4,897,500 is included for the United Savings Bonds 
Division, whose needs will be justified by representatives of that 
organization. The remaining $40,502,500 is requested for the opera- 
tions of the Bureau of the Public Debt, the Federal Reserve banks 
and the Post Office Department. This amount represents a decrease 
of $4,621,900, or more than 10 percent of the $45,124,400 available 
for 1954. 

Our program for handling the issuance and retirement of securities 
for 1955 is substantially the same as for 1954. Sales emphasis on 
savings bonds in 1955 will be concentrated on denominations of $50 
and higher; consequently, we hope that, piecewise, the issuance and 
retirement of these securities will remain about the same in 1955 as 
in 1954, although a 22 percent increase in dollar sales is anticipated. 
It is estimated that 89.7 million savings bonds will be issued in 1954 
and the same number in 1955, and that 95.7 million pieces will be 
retired in 1955 as against 95 million in 1954. The issuance and retire- 
ment of other Treasury securities is estimated at 3 million and 3. 1 
million pieces, respectively, in both years. 

As indicated in the revised budget for 1954 submitted last spring, 
the verification and destruction of unfit United States currency was 
decentralized to the Federal Reserve banks on July 1, 1953. It was 
anticipated at the time the budget was prepared that the banks would 

erform this work without reimbursement from the Treasury. The 
final agreement, however, provided for the banks to be reimbursed, 
and the cost is estimated at $400,000 for the current year. The Office 
of the Treasurer of the United States will assume responsibility for 
reimbursing the banks for this work beginning with the fiscal year 


% 
4 


145 


1955. The sum of $400,000 has, therefore, been eliminated from the 
estimate for this Bureau. 

Another change resulted from abolishing the Office of the Technical 
Staff in the Office of the Secretary, whose employees were paid from 
this appropriation. This was accomplished pursuant to authority of 
Reorganization Plan No. 26, and a savings of about 30 positions at a 
cost of $130,000 was effected. The remainder of the organization was 
transferred in part to a newly establis ied analysis staff in the Office 
of the Secretary, and the rest to the Bureau of Accounts. The sum 
of $340,000 has been deducted from this appropriation for 1955 to 
cover the cost of the transferred personnel and is being requested for 
direct appropriation by the offices concerned. 

The Bureau of the Public Debt has made substantial reductions in 
its organization in the last few years. In fiscal 1952 a total of 4,003 
average postions were utilized; in 1953 average positions were reduced 
to 3,725; in 1954 they are estimated at 3,572; and in 1955 the estimate 
is 3,428, a decrease of almost 600, over 14 percent, in the 4-year 
period. Most of this reduction stems from procedural changes already 
made. A part of it, however, is expected to be derived from improve- 
ments in operations not yet accomplished. The 1955 estimate in- 
cludes only the minimum number of employees to be required to 
perform essential work tasks under workloads now envisioned. Any 
increase in the volume of issues or retirements will result in the de- 
velopment of work backlogs with resulting impairment of our service 
functions. If we should be unsuccessful in reducing costs at a rate 
comparable to that represented by improvements already accom- 
plished, we will find backlogs developing even under present workload 
estimates. Since backlogs mean that our service to the public wil! 
be slower, and the time involved in detecting incorrect or fraudulent 
redemptions will be longer, we will, of course, exert every effort to 
avoid falling behind. 

Notwithstanding the fact that no decrease in our work volume can 
be foreseen, we have reduced the appropriation estimate for 1955 by 
about $5 million. In doing so, we made certain program and operat- 
ing forecasts, as follows: 

1. The savings bond sales program will subordinate the $25 bond 
and be keyed to the sale of higher denominations. 

2. The sale of savings bonds by post offices will be discontinued. 

3. The employment of the Bureau will be reduced by 144 average 
positions. 

4. The fees paid to paying agents for redeeming savings bonds will 
be reduced. 

5. Savings bonds will be printed by the offset method, rather than 
the intaglio method used heretofore. 

Since the budget was prepared and submitted, conditions have 
changed to an extent that it appears our estimate of $1,936,000 
savings through reduction in paying agents’ fees may not be realized. 
Another item which is still receiving critical study is the conversion of 
the savings bond printing from intaglio to offset. A savings of 
$665,000 has been included in the estimate on this account, which also 
may not be realized. If the above-mentioned savings are not realized, 
we are going to continue to look for other ways and means to reduce 
our appropriation needs, with the objective of programing our 1955 
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workload within the amount asked for, and without deterioration in 
the quality of service to be rendered bond owners. 

The estimate for 1955 includes a new item amounting to $1,133,100 
for transfer to the Post Office Department for the cost of penalty 
mail, as required under Public Law 286, approved August 15, 1953. 
Savings bonds delivered to purchasers, and interest checks mailed to 
holders of registered public debt securities, account for the great 
ep of the penalty mailings charged to the Bureau of the Public 
Debt. The use of the mails is essential to the programs of the Bureau 
and, while every effort will be made to hold our mailings to a minimum, 
it is believed that approximately 38 million pieces will be mailed in 
1955. 

GENERAL ACCOUNTING OFFICE SURVEY 


In March of 1950, the Fiscal Assistant Secretary of the Treasury 
agreed with representatives of the General Accounting Office that an 
independent and objective study of fiscal procedures of the Treasury 
by the General Accounting Office would be beneficial not only to 
GAO but to the Treasury as well. Accordingly, the General Account- 
ing Office initiated a study shortly thereafter in connection with public 
debt operations, and a final report titled “Report on Survey of the 
Activities of the Fiscal Service of the Treasury Department Relating 
to the Public Debt” was submitted to the Secretary of the Treasury 
on April 10, 1953. 

The recommendations contained therein are intended to simplify 
or otherwise improve the operations of the Treasury relating to the 
public debt. We feel that the survey has been worthwhile, siskaiaah 


our studies indicate that some of the recommendations, if adopted 


would result in increased costs or curtailment of essential service to 
the public. For example, our present method of handling unissued 
securities is superior to, and more economical than, that recom- 
mended in the report. Also, it is our position that, contrary to the 
report, the Treasury should continue to maintain both alphabetical 
and numerical registration records of series E savings bond issues in 
order that we may honor applications for relief because of loss and 
answer legitimate inquiries relative to holdings. 

Another plan recommended by the survey team entailed the further 
decentralization to the Federal Reserve banks of the processing of 
retired savings bonds, and a more extensive use of mechanical equip- 
ment in recording their retirement. The plan was studied along with 
several others which were under consideration at the time the report 
was received, and detailed cost estimates were developed for each 
plan. Adoption of revised procedures under the recommendations 
contained in the survey report would have saved only an estimated 
$300,000 annually after the expenditure of a substantial sum for 
equipment required to effect the changeover. After thorough analy- 
sis the Treasury adopted different revised procedures which are si 
ing ney well, and which it is estimated will save about $700,000 
annually. 

Benenah of the proposals advanced by the General Accounting Office 
were adopted. Others are still undergoing study and will be adopted 
if the study shows that they will result in more economical and efficient 
operations. 
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MANAGEMENT IMPROVEMENT PROGRAM 


The management improvement program of the Bureau continues to 
pay dividends and changes were accomplished in the fiscal year 1953 
which are expected to save over $1,800,000, including the decentraliza- 
tion of the verification and destruction of the unfit currency, and the 
pk procedure for processing redeemed series E bonds mentioned 
earlier. 

I might mention one change which we have considered from time to 
time and rejected as being premature. It involves consolidation of 
the operations of the 3 regional offices of the register into 1 or 2 offices. 
The personnel recruitment situation, particularly in the machine 
fields which comprise the bulk of the employment requirements in the 
offices, is such that difficulties would undoubtedly be encountered in 
maintaining production at proper levels, and it is our opinion that it 
would not be in the interest of either efficient or effective management 
to make a consolidation at this time. I believe, however, that, bar- 
ring &@ marked upswing in savings bond redemptions, good manage- 
ment would dictate the closing of 1, and apaliie 2, of the offices by 
the end of fiscal 1957 or 1958. 

Mr. Chairman, that completes my general statement and I will be 
glad to discuss with the committee any points on which there may be 
questions, 

PROJECTED SAVINGS 


Mr. CanrFieLp. Mr. Kilby, you have just told us about situations 
that have developed which make it impossible for the Bureau to 
realize certain projected savings, and because of that I think it proper 
to read into the record at this point a letter just received from Mr. 
W. Randolph Burgess, Deputy to the Secretary of the Treasury. 
This is a letter dated January 15, 1954. It reads as follows: 


Deak Mr. CHarrmMan: You will recall that when we were before your com- 
mittee with the Secretary, Tuesday morning, Mr. Folsom said that reductions 
encompassed in the estimates for fiscal 1955 are based on some anticipated 
savings that have not yet been fully worked out. 

I hear that Mr. Kilby is slated to appear before you on the public-debt esti- 
mates on Tuesday, January 19. I want to pave the way for his presentation 
by telling you that two assumptions which account for about half of the $5 
million cut proposed for his appropriation are now doubtful, because of develop- 
ments since his estimate was submitted. These are reductions of paying agents’ 
fees, and change to the offset method of printing savings bonds. If these must 
be abandoned, we will try to make the savings through other means, if we can 
do so without impairing service of the debt. I hope this change in our program 
will be acceptable to the committee. 


AMOUNT OF PUBLIC DEBT 


Mr. Kilby, what are the latest figures on the public indebtedness 
of the United States? 

Mr. Kixpy. As of December 31, 1953, the total debt, subject to 
limitation, was $274,670,901,037.36. 

Mr. Canrie_p. And the statutory limitation? 

Mr. $275 billion. 
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RATE OF INTEREST ON PUBLIC DEBT 


4 oo Canrietp. What is the average rate of interest on the public 
ebt? 

Mr. 2.414 percent. 

Mr. Canrretp. What is the lowest and what is the highest? 

Mr. Kiiey. In terms of the debt, Mr. Chairman? 

Mr. Canrrevp. In terms of the issues? 

Mr. Kitry. The average interest rate on February 28, 1946, which 
was the peak of the World War II debt, was 1.971 percent. The average 
interest rate has been going up rather steadily since that time. On 
April 30, 1949, when we had the lowest postwar debt of $251,500 million 
the average interest rate was 2.235 percent. 

Mr. Canrieip. The range on all of these securities has been from 
what to what? 

Mr. Kixpy. The average rate, of course, is a composite of the inter- 
est rates charged on the various types of securities. 

Mr. Canrietp. What is the lowest rate and what is the highest? 

Mr. Kitsy. The 1.971 percent as of February 28, 1946, is the Gara 
average rate within the scale of significant dates which we carry in the 
daily statement. 

I may say this, on this table of significant dates the highest average 
rate was the highest war debt of World War I, which occurred August 
31, 1919, at which time the average interest rate was 4.196 percent. 

Mr. Canrie.tp. During the past year, Mr. Kilby, what has been the 
+s ah Tate of interest paid on securities and what has been the 

ighest 

Mr. Kinny. The highest rate which the Treasury has paid in the last 

ear was the 3\ percent rate paid on the 25-30-year bonds which were 
issued on May 1, 1953. 

The lowest rate paid on any security within that period would be 
the rate on 91-day Treasury bills, which was in the neighborhood of 
1.20 percent. 

I will be glad to put the exact rate in the record, if I may. It will 
be in the neighborhood of 1.20 percent for the 91-day bills. 

Mr. Gary. What is the average as of today, or the latest date 
available? 

Mr. Kitsy. On the total debt? 

Mr. Gary. On the total debt. 

Mr. Kitsy. The average on the total debt is the figure of 2.414 
percent. 

Mr. Gary. That compares with the 1.971 percent in 1946? 

Mr. Yes, 


AMOUNT OF INTEREST ON PUBLIC DEBT 


Mr. Canrietp. What do you project as the interest rate on the 
public debt necessary for the new fiscal year? 

Mr. Kixsy. The estimate that will reach the Congress this week, 
I understand, from the President will be $6,800,000,000 of interest 
charges for the fiscal year 1955. 
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STATUTORY LIMITATION ON THE FEDERAL DEBT 


Mr. Canrreup. Has the statutory limitation on the Federal debt 
of the United States ever been over $275 billion? 

Mr. Kitey. That statutory limit was $300 billion during the latter 
part of the war. In 1946 the statutory limitation was reduced from 
$300 billion to $275 billion, but the bases for computing it were 
changed. 

Under the old limit, savings bonds were carried at full maturity 
value. Under the existing $275 billion limit, they are carried at 
current redemption value. In other words, at the cost to liquidate 
all of the outstanding obligations if they were to be presented today. 

Mr. Canrte.tp. Which is, of course, more realistic. 

Mr. Kinny. That is quite correct, sir. 


WORK BACKLOG 


Mr. Canrie.p. Do you have any backlog of work at this time? 

Mr. Kinny. Generally speaking, our work is in pretty good shape. 
We have 2 or 3 backlogs in operations which are not essential to be 
maintained in a strictly current condition. The operations which 
affect our relations with the public are in reasonably good shape all 
across the board. 


VERIFICATION AND DESTRUCTION OF UNFIT CURRENCY 


Mr. Canrizip. When you were before the committee last year, 
Mr. Kilby, it was thought the verification and destruction of unfit 


United States currency would be done by the Federal Reserve banks 
without reimbursement from the Treasury. You now indicate the 
banks are being reimbursed for this work in the amount of $400,000 
for the current year. 

What appropriation account was charged with this item? 

Mr. Kixey. That is charged to the appropriation now under con- 
sideration, the appropriation for administering the public debt. 

We made no provision whatever for that and it was necessary for 
us to undertake absorption of that $400,000 cost within the current 
year’s appropriation. 

Mr. Canrietp. What, Mr. Kilby, is the story behind this develop- 
ment—this necessary change? We want to know, why the change. 

Mr. Kixpy. After our appearance before the committee and in final 
negotiations with the Federal Reserve banks under which they agreed 
to assume the work of final audit and destruction of United States 
currency, it developed that the Federal Reserve banks felt they 
should be reimbursed for the cost of the operation. It was decided 
that the charge for the first 6 months of the fiscal year 1954 would 
be at the rate of 30 cents per 1,000, with the understanding that the 
Federal Reserve banks would review their actual costs of operations 
and would revise that figure for the period January through June 1954. 

We should be receiving reports very shortly from the Reserve 
banks which will indicate whether the 30 cents per 1,000 figure should 
be continued; whether it may be reduced, or whether it needs to be 
increased. 
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There was no appropriation available to pay this $400,000 for the 
fiscal year 1954, and since the appropriation, administering the public 
debt, had previously assumed the cost of handling currency, it was 
felt that we should attempt to absorb that cost within our appro- 
priation, which we are now doing. 

The decentralization of the currency, incidentally, is estimated to 
save about $750,000 a year, so that rather than the $750,000 which 
we normally would have had in the appropriation to meet this 
expense, we have now set up an arbitrary $400,000, which the Federal 
Reserve banks have indicated will be required to do the job. 

Mr. Canrretp. Mr. Heffelfinger, do you have anything to add to 
this testimony concerning the development of this cost item? 

Mr. Herrecrincer. Yes. 

This appropriation item for 1954 originally included the sum of 
$773,900 for verifying and destroying currency in Washington by 
the Bureau of the Public Debt. 

In the spring of 1953 the appropriation item was reviewed for the 
pure of making reductions. One of the items which we felt could 

e eliminated was the job of verifying the currency. 

At that time—and time was limited—-we had no opportunity to 
consult with the banks, but it was assumed that the banks would do 
it within the framework of the organization in each bank which now 
is responsible for circulating currency and for withdrawing the unfit 
currency from circulation, for which the Treasury does not reimburse 
the banks. 

However, in later developments, it turned out that essential control 
procedures and proper audit techniques required that this verification 
and destruction operation be done in the fiscal agency department of 


the banks, which is conducted by reimbursement from the Treasury. 
So that accounts for our reimbursing the banks for the job at this 
time. 
It is being performed strictly as a fiscal agency function of the 
Korn gid and not as an operation which is basically a function of the 
anks. 


GOVERNMENT COST OF REDEEMING SAVINGS BONDS 


Mr. Canrretp. Mr. Kilby, what fee is paid receiving agents for 
their services in redeeming savings bonds? 

Mr. Kiisy. The qualified paying agents receive 15 cents each for 
the first 1,000 savings bonds dsitbed in a calendar quarter and 10 
cents each for all bonds over 1,000 redeemed by the agents in a 
calendar quarter. It averages about 12.3 cents per bond. 

Mr. Canrietp. Has any reduction been made in this item? 

Mr. Kiipy. When we were attempting to formulate our estimate 
for the fiscal year 1955 one of the assumptions which was agreed to 
was that a reduction in the fees paid to the banks would be made 
which would save about $1,900,000 for this appropriation. Since 
that decision was made, and since the written justification was sub- 
mitted to the Congress, it appears that it will not be feasible to request 
the banks to take a reduction in fees at this time. 

For one thing, since that decision was made, a decision was made 
with respect to the withdrawal of savings bonds from sale at post 
offices over the counter, which amounts to about 2,500,000 bonds a 
year. The consequence of withdrawing that work from the post 
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offices is that in all probability most of those issues will fall on the 
commercial banks. And while an additional 200,000 bonds a month 
spread all over the country is not a particular burden on any one 
banking institution, it nevertheless represents an increase in the 

amount of service which the banks do without an y reimbursement from 
the Treasury. 

Mr. Canrtetp. Does that mean, Mr. Kilby, no bonds will be sold 
in the post offices of the Nation? 

Mr. Kitsy. The present arrangement is that post offices in com- 
munities which are not served by banks or savings and loan associa- 
tions, or other issuing outlets, are continuing to sell over the counter, 
but the post offices in the larger cities discontinued the sale of bonds 
over the counter on January | 


INTEREST ON FEDERAL MONEY DEPOSITED IN PRIVATE BANKS 


Mr. Gary. It is also true, is it not, Mr. Kilby, that the banks 
throughout the country use the money on deposit belonging to the 
United States without paying the United States any interest for its use. 

Mr. Kiipy. The money which is derived from the sale of savings 
bonds is taken in by the banks and is remitted periodically to the 
Federal Reserve banks. 

Mr. Gary. I was not speaking only of the money derived from the 
sale of savings bonds, but I am talking about various Federal funds 
that are deposited in banks throughout the United States, and the 
banks pay no interest whatever on those funds to the Government. 

Mr. Kitsy. About 10,000 of the banks of the country are tax and 
loan depositaries, and in that capacity they carry various Federal 
funds; funds that are derived from taxes; and funds that are derived 
from the sale of Government securities which are held subject to call 
as the Treasury needs them. 

As of December 31, 1953, there was $3,358,000,000, in the tax and 
loan accounts of these 10,000 banks of the country. 

Mr. Gary. Does not that remain fairly stable? 

Mr. Kitsy. The amounts have been called on a very short turnover 
basis in recent months, Mr. Gary, because the condition of the 
Treasury has been such ‘that it has been nec essary to constantly call 
on these funds so that the banks have not had the use of these funds 
for any length of time, not nearly as long as they have in previous 
times. 

Mr. Gary. They have not had the use of any particular funds for 
a long period of time, but do not the balances at those banks remain 
fairly stable? 

r. Kirtsy. The balances, of course, fluctuate as the Treasury needs 
to make calls for money to meet current expenditures. The move- 
ment in those accounts during the past several months has been 
quite rapid. As a matter of fact, some of these funds have been 
called within a very few weeks, and in some cases I believe almost 
within a few days after they were established to the credit of the 
depositary because the needs of the Treasury to meet current expenses 
have not permitted their staying there for any length of time. 

Mr. Gary. The banks do not pay any interest on those deposits? 

Mr. Kixsy. No, sir. No interest is paid on those accounts. 
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Mr. Gary. Is it not a fact that a great many of the States require 
banks to pay interest on the State funds deposited in the banks? 

Mr. Kivsy. I am not familiar with that, Mr. Gary. That is a matter 
which involves the depositary system, which is under Mr. Maxwell, 
who appeared before you yesterday. We have no concern with the 
depositary system in the Bureau of the Public Debt. 

Mr. Gary. The State of Virginia does, I know. I think practically 
all the States do. 

SUMMARY JUSTIFICATION DATA 


Mr. Canrretp. Pages 66 through 74 of the justifications will be 
inserted in the record at this point. 
(The material referred to is as follows:) 


Analysis of appropriation base for fiscal year 1955 


Regular appropriation, 1964 act...........................-..-. $50, 000, 000 
Less transfer pursuant to Reorganization Plan No. 26 of 1950 by 
Treasury Order No. 170, to: 
“Salaries and expenses, Office of the Secretary of the Treas- 
ury” 289, 000 
51, 000 
Total adjusted appropriation, 1954 1 49, 660, 000 
Reductions: 
Activity No. 1, issuance, servicing, and retirement 
Activity No. 2, issuance, servicing, and retirement 
of other Treasury securities 74, 868 
Activity No. 3, verification and destruction of unfit 
United States currency 
Activity No. 4, maintenance and audit of public 
Activity No. 5, promotion of the sale of savings 


5, 962, 604 
Appropriation base for 1955 43, 697, 396 
Tnerease over appropriation base for 1955 1, 702, 604 
Appropriation estimate for 1955 45, 400, 000 
Increase or decrease from total appropriation, 1954, as adjusted__._ —4, 260, 000 


Comparison of appropriation base with appropriation estimate for 1955 


Appropriation base | Appropriation esti- 
2) for 1955 mate for 1955 


Activity 


1. Issuanee, servicing, and retirement of 
savings bonds ‘ . 3 | $32, 706, 720 +$1, 362, 740 

2."Issuance, servicing, and retirement of 
other Treasury securities 4 6,717, M11 

3. Verification and destruction of unfit 
United States currency. 

4. Maintenance and audit of public debt 
accounts 

5. Promotion of the sale of savings bonds - 

6. Executive direction 


43, 697, 396 
+5, 962, 604 


Total adjusted appropriation, 1954, 
and appropriation estimate for 1958. |4, 204.5 | 49, 660, 000 


1 Does not include proposed supplemental to cover cost of penalty mail, Public Law 286. 


|| 
Activity No. 6, executive direction._...._....__- 2, 200 
Increase or 
decrease 
Aver- Aver- Aver- 
age age age 
posi- Amount posi- Amount posi- Amount 
tions tions tions 
‘/4,036.4 | 45,400,000 |........| +1, 702, 604 
4,036.4 | 45,400,000 |—168.1 | —4, 260, 000 
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GENERAL STATEMENT 

Purpose of appropriation 

This appropriation provides operating funds for the Bureau of the Public Debt 
to meet its responsibilities in connection with the various types of public-debt 
transactions, and for the United States Savings Bonds Division which promotes 
the sale of savings bonds. It includes advances to the Post Office Department 
and reimbursements to the Federal Reserve banks for their services as fiscal 
agents. The Post Office Department, which in the past has sold savings bonds 
and stamps and certified savings bonds for redemption, in its offices throughout 
the country, will in 1955 restrict this activity to the sale of savings stamps. The 
Federal Reserve banks issue and retire all types of Government securities, and 
sah ay a number of other fiscal functions pertaining to the public debt. This 

ureau is charged generally with the conduct or direction of transactions in the 
public-debt issues of the United States and in those of the insular governments 
and of the Government-owned corporations for which the Treasury acts as agent. 
Program for 1954 and 1955 

The program for the fiscal years 1954 and 1955 as estimated herein, gives effect 
to some increases over 1953 in the issue and retirement of all types of securities. 
The following table summarizes the estimates in numbers of pieces, and affords a 
comparison with the actual volume for 1953: 


Volume of securities processed or to be processed 


Actual, Estimate, Estimate, 
1953 1954 1955 


Savings bonds: 
Issues... 83, 916, 757 4 89, 700, 000 
89, 076, 473 95, 700, 000 
Other Treasury securities: 


The management of the public debt, which amounted to $274.7 billion subject 


to limitation on November 30, 1953, vitally affects the economy of the Nation. 
The most effective management can be attained by distributing the debt as widely 
as possible among the citizens of the country. The savings bond program, which 
has been particularly effective in reaching people who would not otherwise invest 
in their country’s securities, is the primary medium in realizing this objective. 
The Treasury proposes to continue its intensive promotional efforts to interest 
new buyers and to encourage the retention of bonds previously purchased. 

Larger sales of savings bonds, however, together with an increased volume of 
matured bond redemptions, have created a serious administrative problem for the 
Treasury in connection with its determined effort to reduce expenditures wherever 

sible. To achieve the objective of further increasing dollar sales of savings 

onds without additional administrative costs, a decision has been made to con- 
centrate the sales effort on denominations of $50 or higher. It is believed that a 
vigorous program in this respect will persuade a number of purchasers to change 
from the $25 bond bracket to the $50 or $100 bond bracket, thereby continuing 
to increase dollar sales without adding to the number of accounting and registra- 
tion records to be processed. 

While the work volume for 1955 is estimated to be substantially the same as 
for 1954 insofar as security issues and retirements are concerned, the 3 program 
changes which follow are expected to result in a substantial reduction in expend- 
itures. 

1. The Post Office Department was originally brought into the savings bond 
issuance program to afford convenient outlets to purchasers throughout the coun- 
try, and has been of tremendous value in this respect. Subsequently, the need for 
these outlets diminished with the inauguration of the payroll savings plans and 
the fine cooperation of numerous employers in issuing savings bonds to their 
employees, and with the assistance of financial institutions in selling savings 
bonds. Both services are performed without charge to the Treasury. The Post 
Office Department’s issues now consist largely of bonds issued on industrial payroll 
plans, and on the payroll plan for the postal employees. The Treasury intends 
to arrange with the industrial firms now serviced by the post office to assume 
their own issuance or have it done by their banks without charge to the Treasury. 
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Over-the-counter sales and certifications for redemption purposes by the Post 
Office Department will be discontinued entirely. As to the payroll plan for 
postal employees, it is felt that the post office should perform this service within 
its own appropriation as do other departments of the Government. The above 
changes will reduce the reimbursement to the Post Office Department from this 
appropriation by an estimated $1,924,000. The only remaining fiscal service 
the Post Office Department will continue to perform for the Treasury will be the 
issuance of savings stamps, and the unit cost for such issues has been reduced in 
1955, thereby saving an additional $377,000. 

2. Banks and other financial institutions are authorized to redeem series E 
savings bonds for the Treasury and have in recent years been reimbursed for 
this service at the rate of 15 cents each for the first 1,000 bonds redeemed in a 
calendar quarter ani 10 cents for each additional bond over 1,000 in the same 
quarter. It is the Department’s intention to negotiate an agreement with paying 
agents under which the scale of fees will be reduced, effecting a further estimated 
savings of $1,936,000. 

3. It has heretofore been the policy of the Treasury to print the faces of savings 
bonds by the intaglio method. As an economy measure it has been decided to 
use the offset method in the future, and the Bureau of Fngraving and Printing 
has been advised to make the changeover as expeditiously as possible. It is 
estimated that a savings of about $665,000 will be achieved in 1955 as compared 
to the costs that would have been incurred under the old method. 

In addition to the above reductions, further reductions are estimated in per- 
sonnel. The estimate for 1955 includes funds for 4,036 average positions, which 
represents a reduction of 168 positions and $559,947 under 1954. It is very 
possible that it will become necessary to incur some backlogs in certain operations 
due to the reduced personnel available. Every effort will be exerted, however, 
to maintain a current status bv effecting procedural changes wherever possible 
to achieve better personnel utilization and maximum production. 

The enactment of Public Law 286, approved August 15, 1953, requiring the 
agencies of the Government to reimburse tne Post Office Department for penalty 
mailings, makes necessary a request herein for an increase of $1,400,000 for such 
mailings. The use of the mails in delivering savings bonds to purchasers, deliver- 
ing interest checks to registered bondholders, corresponding with Government 
security investors, etc., is an integral part of the program for peminintering the 
pets debt. About 46 million pieces of mail formerly handled by the Post Office 

epartment without charge are estimated for delivery in 1955, and provision 
must be made under the new law to reimburse such Department. 

In view of the foregoing, an appropriation is requested for the fiscal year 1955 
in the amount of $45,400,000, a decrease of $4,600,000 from the funds available 
or the current fiscal year. No funds are included in this estimate to pay for 
within-grade salary advancements required by law. 


Management improvement program 

Several major changes in operating procedures were effected in the fiscal vear 
1953, and were important factors in enabling the Bureau to adjust its fund 
requirements to an appropriation of $50 million in 1954, $1,750,000 less than was 
available in 1953. 

On June 24, 1953, with an effective date of July 1, 1953, the Federal Reserve 
banks were authorized and designated, as fiscal agents of the United States, to 
redeem, verify, and destroy unfit United States paper currency on a reimbursab!e 
basis. The currency had previously been shipped to Washington where a 100 
percent verification was made and the currency destroyed. Under the new 
procedure the banks will make only a test verification of the $1 denomination, 
while continuing full verification of the higher denomination currency. The 
change is expected to save an estimated $375,000 annually. Beginning with the 
fiscal year 1955 it is the intent of the Treasury to make the reimbursement to the 
Federal Reserve banks for this function a responsibility of the Office of the 
Treasurer. Therefore, no funds are included in this estimate for such purpose. 

Also effective July 1, 1953, substantial changes were made in the procedures 
for the processing of redeemed savings bonds. The significant effects of this 
revision are that the audit of paid bonds will be performed fully by the Treasury 
instead of partially by the Federal Reserve banks, and an account has been 
established to which may be charged or credited amounts representing small 
differences between the correct and actual amounts paid to avoid the expense of 
adjusting them through the paying agents. In the event that a bond owner 
claims he did not receive the true redemption value his claim will be cleared 
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directly with the Bureau of the Public Debt. Small differences are defined as 
those of $1 and less. Larger differences will still be adjusted through the paying 
agents. These procedural changes are expected to reduce costs by $700,000 
annually. 

Numerous other changes were also accomplished, ranging from savings of less 
than $1,000 to $144,000 annually. Altogether the total annual savings resulting 
from improvements adopted in the fiscal year 1953 are estimated as over 
$1,800,000. 

EXPLANATION OF LANGUAGE CHANGES 


No changes in language are proposed for the fiscal year 1955. 


Analysis of appropriation base 


Appropria-| Reduc- Base for 
Activity tion, 1954 | tions 1955 


. Issuance, servicing, and retirement of savings bonds $36, 512, 693 | $5, 168,713 | $31, 343, 980 

2. Issuance, servicing, and retirement of other Treasury securities...| 6,719,815 74, 868 6, 644, 947 
. Verification and destruction of unfit United States currency _- 469, 923 469, 923 
. Maintenance and audit of public debt accounts 976, 315 1, 900 
. Promotion of the sale of savings bonds 4, 875, 600 245, 000 
. Executive direction 105, 654 a3 

5, 962, 604 
340, 000 


6, 302, 604 | 43, 697, 396 


Reductions to the base are analyzed by activities as follows: 

1. Issuance, servicing, and retirement of savings bonds, $5,168,713.—Costs under 
this activity are classified broadly under the three main functions, issuance, re- 
tirement, and servicing, and reductions have been estimated as follows: 


Issuance $2, 985, 631 
Retirement 2, 044, 908 
Servicing 138, 174 


5, 168, 713 


A reduction in personnel, amounting to 102 average positions, is estimated to 
save $304,607. It appears likely that some work backlogs may accrue in 1955 
since the volume of receipts is expected to continue at about the same level as in 
1954. Another factor which will affect production adversely, and thereby act to 
increase backlogs, is the requirement that annual leave accruals in excess of 30 
days must be reduced by 9 days yearly commencing with calendar 1954. It is 
hoped, however, that management improvements, not presently foreseeable, will 
be realized which will enable the Bureau to maintain its operations sufficiently 
current to render adequate service to the bondholders. 

As indicated earlier, another large saving is to be effected in reimbursements to 
the Bureau of Engraving and Printing. The overall work program of the Bureau 
of Engraving is expected to decrease considerably in 1955 as compared with 1954, 
and a larger proportion of the overhead costs will be charged to the savings bond 
printing program. This would normally result in higher unit costs charged for 
savings bond stock. By adopting the offset method of printing, in lieu of the 
intaglio, however, costs will be reduced in 1955. The following table indicates 
the estimated quantities and cost for 1954 and 1955: 
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Estimate for 1954 Estimate for 1955 


Increase or 
Quantity | Total cost | Quantity | Total cost Garces 
(in thous- (intaglio (in thous- (intaglio n cost 


ands) printing) printing) 


97, 316 | $2, 364, 388 3, 573 | $2, 431, 243 
15, 329 16, 146 
6, 577 y 6, 928 
7, 840 8, 258 


56 | 2,394, 134 ALE 2, 462, 575 +68, 441 
5, 13, 969 7, 15, 016 +1, 047 
Interest checks 7, 05 j 15, 600 —2, 600 


Total program i, 30% 2,493,191 | +66, 888 
Deduct savings effected by conversion to 
offset printing —665, 000 


Net savings effected in 1955 598, 112 


In addition to the above, the reductions in Post Office Department reimburse- 
ments and paying agent fees amounting to $2,301,000 and $1,936,000, respectively, 
which were discussed in the general statement, are applicable to this activity. 
Other savings, including reductions in rented and purchased equipment bring the 
total to $5,168,713. Decreases for the activity are itemized by object class, 
as follows: 


03 Transportation of things 
05 Rents and utility services 
Engraving and printing 
Services of other agencies: 

Federal Reserve banks (paying agent fees) 

Post Office Department 

Other contractual services 

Supplies and materials 

Equipment 

Taxes and assessments 


5, 168, 713 


2. Issuance, servicing, and retirement of other Treasury securities, $74,868.— 
During the past few years it has been possible to reduce progressively the personnel 
costs under this activity through improved procedures and more effective man- 
power utilization. 

A nonrecurring purchase in 1954 of a collator for assembling printed documents 
makes possible a reduction in funds required for equipment purchases in 1955. 
Minor decreases are anticipated in travel and supplies. 

The reductions for this activity are itemized by object class: 


01 Personal services 

02 Travel 

OS Supplies and materials 
09 Equipment 


3. Verification and destruction of unfit United States currency, $469,923.—As 
explained heretofore, the function of verifying and destroying unfit United States 
currency was transferred to the Federal Reserve banks on a reimbursable basis 
effective July 1, 1953. Costs incurred in the Division of Loans and Currency in 
fiscal 1954, amounting to $69,923, in finishing the verification and destruction of 
currency redeemed prior to that date are nonrecurring. Effective with fiscal 
1955, it is planned that the reimbursable cost incurred by the Federal Reserve 
banks will become a responsibility of the Office of the Treasurer, and the esti- 
mated cost of $400,000 in 1954 has been deducted from this appropriation as a 
comparative transfer. 


|| 
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The reductions by object class are as follows: 


06 «Printing and reproduction 

07 Other contractual services 

08 Supplies and materials 

15 Taxes and assessments 


, 000 


, 92% 


4, Maintenance and audit of public-debt accounts, $1,900.—A reduction in equip- 
ment replacements anticipated for 1955 constitutes the major decrease in this 
activity. 

Reductions anticipated for this activity are itemized by object class as follows: 


$200 


05 
09 Equipment 


1, 900 


5. Promotion of the sale of savings bonds, $245,000.—A reduction of 24 average 
positions below fiscal year 1954, will be accomplished through greater utilization 
of manpower in the departmental office, the field offices, and the distribution 
center during fiscal year 1955. 

Savings will be made through a reduction in quantities, types, and the distribu- 
tion of sales promotional materials and by the curtailment of special promotional 
events such as rallies, exhibitions, displays, etc. A proportionate decrease will 
also be effected in art creations and designs incident to printed materials as a 
result of the reduction in the requirements of printing and reproduction. 

A further decrease will be accomplished by the reduction in quantities of pack- 
ing and shipping materials such as cartons, chipboard, coroflex paper, etc., as a 
result of the reduction in printed and other promotional materials for distribution. 
A proportionate decrease will aso be effected in the reduction of quantities of 
mimeograph and bond paper used for the reproduction of promotional letters by 
curtailing the direct-mail promotion for the bond-a-month program. 

The reductions by object class are as follows: 


Personal services $118, 900 
Travel 10, 000 
Communication services 4, 150 
Printing and reproduction 60, 000 
Other contractual services 34, 450 
Equipment 4, 500 


245, 000 


6. Executive direction, $342,200.—The Office of the Technical Staff in the Office 
of the Secretary, which served as a technical staff for the Secretary on matters 
relating to Treasury financing, public-debt management, and various general 
economic problems arising in connection with Treasury activities, was formerly 

rovided for under this appropriation, and was staffed with about 81 employees. 

ursuant to authority of Reorganization Plan No. 26, the Technical Staff was 
abolished by Treasury Department Order No. 170, effective March 1, 1953, and 
certain of its functions transferred to the analysis staff in the Office of the Secre- 
tary, and to the Bureau of Accounts, effecting a savings of about 30 average posi- 
tions and $130,000. Funds in the amount of $340,000 were transferred to the 
above organizations in 1954, and have been deducted from the estimate for this 
appropriation as nonrecurring. In addition, a reduction of $2,200 has been made 
for nonrecurring travel expense. 


Mr. Canrigetp. Mr. Gary. 


|| 
150 
40 
765 
370 
30 
Comparative transfer to Office of the Treasurer__...__..._.-.-._.... 400//// 
) 
01 
02 
03 
04 
06 
07 
08 
09 
{ 


158 


DETERMINATION OF BASE FOR 1955 BUDGET ESTIMATES 


Mr. Gary. The appropriation for this title for the current fiscal 
year was $50 million. Through transfers pursuant to reorganization 
and reductions, the appropriation base for the fiscal year 1955 became 
$43,697,604. The request is for $45,400,000, and that is an increase 
over the base of $1,702,604. 

Will you give us a statement indicating how the base for the fiscal 
year 1955 was arrived at? 

Mr. Krispy. The base was arrived at through reductions which 
appear on page 66 of the justifications, totaling $5,962,604. 

Vould you like for me to go through those activities, Mr. Gary, 
to indicate the composition of the reductions? 

Mr. Gary. I think we will cover those by subsequent questions, 

What is the purpose of this appropriation? 

Mr. Kitsy. This appropriation is primarily to provide for the 
issuance, servicing, and retirement of public debt securities. The 
principal volume activity covered by the appropriation is the handling 
of United States savings bonds. 

Mr. Gary. Is the program under this appropriation titled differ- 
ently than it was when you were before us last year? 

r. Kirtsy. No, sir; the title is the same and the scope of the 
appropriation is the same, except we have eliminated the Office of the 
Technical Staff, and the redeemed currency function, as I mentioned 
earlier. 

HISTORY OF THE PUBLIC DEBT 


Mr. Gary. I believe you stated the present amount of the public 
debt. Is that the highest public debt in the history of the country? 


Mr. Kirtsy. The highest public debt in the history of the country 
occurred under the old formula of the $300 billion limitation. The 
highest point in the public debt was February 28, 1946, when the 
public debt mneuenel to $280 billion. That, however, carried the 
savings bonds at maturity value rather than at current redemption 
value, which is the present method of carrying them under the $275 
billion limitation. 

Mr. Gary. Is the interest payment now the largest in history? 

Mr. Kixsy. In my recollection the $6,800,000,000 estimate for 1955 
is an all-time high. 


ESTIMATED SALE OF TREASURY SECURITIES 


Mr. Gary. What are the facts before you that indicate that issues 
of savings bonds and other Treasury securities will be greater in the 
fiscal year 1954 and 1955 than in fiscal year 1953? 

Mr. Kitsy. We watch these sales and redemptions constantly, and 
based on the number of pieces sold and the aahar of pieces redeemed 
in the first 6 months of this fiscal year, we feel quite certain that the 
estimates we have established for 1954 will be equaled or exceeded. 
The issue figure would appear to be running almost exactly on the 
button, which is 86 million pieces of series E bonds. The redemptions 
appear to be running at a rate which might be 2 million or 3 million 
in excess of the estimated 88 million pieces of E bonds to be redeemed 


in the fiscal year 1954. We have an uncertain element in our calcula- 
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tions, which, in a nutshell, is the question of how effective the new 
sales promotional program will be. 

The objective of the Savings Bond Division at this time is to raise 
$1 billion more through the sale of savings bonds in 1954 than we 
raised in 1953. Coupled with that is the objective of trading up, 
selling securities in larger denominations, and completely deempha- 
sizing the $25 denomination, which has constantly been about 68 
percent of the total number of pieces sold. 

If the sales promotion organization is successful in subordinating 
the sale of $25s and getting more sales in the higher denominations, 
it is our hope that we will be able to raise the additional money 
without increasing the number of pieces sold. To the extent this 
cannot be aceemplished, and if the objective of raising more money 
through these sales is realized, then the result will be a sale of more 
pieces than we have the funds to handle. That would indicate that 
if we are unable to maintain our work with a reasonable degree of 
currency, it would be necessary to seek additional funds rather than 
to permit our operations to fall so far behind that public confidence 
in the integrity of the operation would be impaired. 

Mr. Gary. Is it not possible that you might get the other result, 
that you would not sell as many bonds because you are subordinating 
the $25 bonds? 

Mr. Kirtsy. I think that is a possibility, and it is really a question 
I should leave to Mr. Shreve, who is going to follow me, and who is 
responsible for the conduct of the savings bond promotional program. 


DISTRIBUTION OF GOVERNMEN1 SECURITIES 


Mr. Gary. Moreover, is it not highly desirable to get the bonds 
evidencing the public debt into the hands of small investors so that 
they will have an interest in the Government, knowing that they 
have an investment in it? 

Mr. Kixpsy. That is very certainly our objective, and has been for 
many years. As a matter of fact, we believe that there are probably 
some 50 million people throughout the country who own one or more 
savings bonds. While the mortality in the $25 bond has been high, 
and 52 percent of all $25 bonds sold in one calendar year are redeemed 
by June 30 of the following year; nevertheless, we feel that it is still a 
good operation, even with that large mortality, and it is a healthy 
thing to have people consistently buying, even though those who buy 
the smallest bonds to the tune of 52 percent are not able to retain 
them for any length of time. 

Again, we find the experience with savings bonds compares favorably 
with the experience with savings accounts, postal savings accounts, 
and savings and loan shares. So as long as our mortality is in a favora- 
ble position with respect to other competitive forms of savings, we 
feel it is a good operation, even though it is expensive to this appro- 

ropriation to sell and redeem millions of bonds that are not going to 
e held for any substantial length of time. 

Mr. Gary. It is my understanding that one of the aims of the 
Treasury Department, for a long time, has been to diffuse the public 
debt as much as possible and to get Government securities out of the 
banks and banking institutions as much as possible and into the hands 
of individuals. 
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Mr. Kitpy. That is very true, Mr. Gary, and that is the Treasury’s 
present objective. 

Mr. Gary. It seems to me that the $25 bonds would encourage 
that objective. 

Mr. Kiisy. The $25 bonds certainly are going 100 percent to 
individuals. To the extent that individuals will hold the small bonds 
our objectives are strengthened. To the extent that people redeem 
them within a few months after they buy them it becomes necessary 
to continue to sell them the bonds in order that they can replace the 
ones which they have redeemed. 


CONTINUING OF INTEREST ON E BONDS 


Mr. Gary. What effect do you consider the law which was adopted 
last year, or the year before, continuing the interest on the E bonds 
after maturity has had on the marketing of the Federal debt? 

Mr. Kiupy. It has been a great boon to us, Mr. Gary, because 
about 75 percent of the E bonds as they have matured have continued 
to be held by the owners rather than redeemed, which means that 
instead of our having an immediate problem of redeeming those bonds 
as they mature, and in many cases issuing other bonds to replace 
them, the owners have continued to hold the old bonds and our 
burden has been lessened. Of course, there is piling up on us an 
accumulation of issues which some day will have to be redeemed, but 
at least we are postponing the expense of redeeming them as they 
mature. We feel that is an extremely healthy situation and we have 
been very gratified that people have held their bonds after maturity 
under that option to the tune of 75 percent. We think that is a 
remarkable attainment. 

Mr. Gary. Do you consider that law has been a substantial factor 
in the present situation whereby your sales are exceeding your 
redemptions? 

Mr. Kixsy. In that particular sense, Mr. Gary, I think it is prob- 
ably a wash, because if people were to redeem 10 million bonds and 
reinvest 75 percent of the amount in new bonds, you would have the 
same relative activity on the issue and redemption sides. Merely 
continuing to hold their bonds precludes the necessity of our making 
the issues and redemptions that otherwise would occur. 

Mr. Gary. If they had to redeem them it is not at all certain they 
would reinvest them. 

Mr. Kiipy. That is true. 

Mr. Gary. Many of them probably would, but it would not 
necessarily be so. 

Mr. Kitsy. A number of those owners have held the bonds for 10 
years and probably have not even given a thought to the fact they 

ave a redemption privilege. The fact the bonds earn 3 percent 
interest protects them against their own carelessness, and of course 
it is all to the good so far as we are concerned. 


OWNERSHIP DISTRIBUTION OF THE PUBLIC DEBT 


I have a table showing the ownership distribution of the public 
debt as of November 30, 1953, which I would like to have placed iv 
the record. 

(The matter referred to follows:) 


i 
4 
4 
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Ownership of the public debt 
[In billions of dollars} 


| Feb 28, 
1946 


Nonbank investors: 
Individuals 
Insurance companies and mutual savings banks___ 
Nonfinancial corporations. 
State and local government and miscellaneous 


Total nonbank_.. 


Banks: 
Commercial banks _- 
Federal Reserve Banks____- 


Total banks 
U. 8. Government investment accounts. - 


1 Preliminary estimate. 


Mr. James. Will you yield to me for a minute? 
Mr. Gary. Yes. 


TAXABLE INCOME ON APPRECIATION OF E BONDS 


Mr. James. Is it not true also that a lot of these E bonds might 
have been held because had they been redeemed it would have been 
necessary to report as income the appreciation at this time when the 
income-tax rate is pretty high? 

Mr. Kitsy. I am sure that is an important factor to many holders, 
Mr. James. The holder of an E bond can continue, unless he is on an 
accrual basis, to let the bond ride until ultimate maturity or until the 
time he redeems it, before reporting the increment for tax purposes. 

Mr. James. Off the record. 

(Discussion off the record.) 

Mr. Gary. Are there any program changes that are expected to 
result in substantial reductions in expenses under this appropriation? 

Mr. Kirtsy. Not at the moment. The program is pretty much as it 
has been. 


REDUCTION IN PERSONNEL 


Mr. Gary. It is noted that there is a proposed reduction of 168.1 
average positions and $559,947 under fiscal year 1954. With such a 
reduction will you be able to keep your work current? 

Mr. Kiuxpy. It is our hope that we will be able to process the volume 
of issues and redemptions, which form a large part of our estimate, 
within that reduced number of people, largely because of improved 
procedures, management improvements which we make from time to 
time, and _ gradually getting a little more efficient all the time as 
we move along in the program. 


REIMBURSEMENT FOR PENALTY MAIL 


Mr. Gary. Has the enactment of Public Law 286, requiring reim- 
bursements for penalty mail, affected your budget? 


| Change 
to Dee. 31, Nov. 30, since 
1952 1953 1 Dee. 31, 
1s 1952 
fal 64 64 | 66 +2 
20 | 21 
2 15% 23 26 +3 
135 13334 138 | +414 
117 88 89 +1 
| 280 26714 +8 
] 


162 


Mr. Kixsy. It has very definitely, Mr. Gary. The effect on our 
request for fiscal year 1955 is an increase of $1,400,000, of which 
$1,133,100 applies to public debt activities and the remainder to the 
mailings by the United States Savings Bond Division, which is a 
promotional activity. 

Mr. Gary. How many additional positions will be required to keep 
track of those reimbursements? 

Mr. Kitpy. That will be absorbed within the other recordkeeping 
of the Bureau. 


MATURITIES DURING FISCAL YEAR 1955 


Mr. Gary. When the Secretary was here the other day, I stated 
that I would like to have inserted in the record a list of the maturities 
which will occur during fiscal year 1955. Do you have such a list? 


Mr. Kixpy. I will be very happy to insert it in the record. 
Mr. Gary. I wish you would. 
(The material referred to is as follows:) 


Statement of public debt outstanding which will mature in fiscal year 1955 
[Based upon latest audited figures in the accounts of the Bureau of the Publie Debt] 


Rate of Amount out- 
Description of loan or issue interest Date of issue Payable standing 
Public issues: 
Marketable obligations: 
Certificates of indebtedness: Percent 
254) Aug. 15, 1953__..| Aug. 15, 1954____| $2, 781, 237, 000 
Series E-1954...............-- Sept. 15, 1953....] Sept. 15, 1954____ 4, 724, 009, 000 
edness. 
Treasury notes: 
Bevies Dee. 1, 1953. Dec. 15, 1954_-_- 8, 175, 143, 000 
1 Mar, 15, 1950..._] Mar. 15, 1955_._- 5, 365, 078, 000 
Treasury bonds: 
2% percent bonds of 1952-55_. 24) Feb. 25, 1942___.| June 15, 1955___- 1, 500, 780, 800 
2 percent bonds of 1952-54 2 | Dee. 1, 1944_._-- Dee. 15, 1954....| 8, 661, 961, 500 
dated Dec. 1, 1944). 
10, 162, 742, 300 
Postal savings bonds: 
July 1, 1934_..._- July 1, 1954.....- 11, 526, 020 
24} Jan. 1, 1935....-- Jan. 1, 14. 192, 860 
tions, 
Nonmarketable obligations: 
‘Treasury savings notes: 
Series 1,88 345, 068, 400 
Series A-1055................. 1,88 January-June January-June 230, 546, 500 
Series B-1955......-.-.------ 2.47 | May-June 1953..] May-June 1955..| 2, 948, 965, 700 
notes. 
Depositary bonds— 1st series. 2 1954-June 17, 388, 500 
Total nonmarketalle 3, 541, 969, 100 
tions, 
Total public issues. .-| 84,775,897, 280 
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Statement of public debt outstanding which will mature in fiscal year 1955—Continued 
[Based upon latest audited figures in the accounts of the Bureau of the Public Debt] 


Rate of Amount out- 
Description of loan or issue interest Date of issue Payable standing 
Special issues: 
Civil service retirement fund: Percent 
Series 1955 (notes) ................ 4 June 30, 1950....| June 30, 1955....| 1, 107, 076, 000 
Federal Deposit Insurance Corpora- 2 Dee. 2, 1949.....| Dee. 1, 1954_...-. 142, 000, 000 
tion: Series 1954 (notes). 
Federal Savings and Loan Insurance 2 June 30, 1950__..| June 30, 1955_..- 15, 250, 000 
Corporation: Series1955 (notes). 
Foreign Service retirement fund: 
Nationa! service life insurance fund: 292, 459, 000 
Series 1955 (notes. 
notes). 
Railroad retirement account: Series 613, 590, 000 
1955 (notes). 
standing, exclusive of savings 
— maturing in fiscal year 
1955. 


Note.—The above table includes all securities, except savings bonds, which mature in the fiscal year 
1955. It does not include those securities, the maturity dates of which are subsequent to the fiscal year 
1955, redeemable on demand at option of owner or on call by the Secretary of the Treasury. No estimate is 
included for debt refundings occurring in the latter half of fiscal 1954 which may carry maturity dates in 


INTEREST RATES ON RENEWAL BONDS 


Mr. Gary. Can you give me an idea what interest rates are con- 
templated on the renewal bonds to be issued for those maturities? 

Mr. Kirtsy. The Treasury is operating pretty much in a free market, 
and we are paying whatever interest is called for when a refunding 
comes up. ‘The rates will be governed largely by the conditions in 
the market at the time it is necessary for us to make a refunding 
offer. A general objective of the administration, as you know, is 
to lengthen the debt where it is feasible to do so. 

Mr. Gary. In the list you will show a description of each maturity 
as to the length of the bond and the length of the bonds which you 
propose to issue in renewals. 

Mr. Kitsy. We would not be able to give the latter, because those 
decisions are not made until the decision has been made on refunding 
the particular security. We can give you the rate borne by the 
maturing securities and the length of time they have run. If it is 
a 2¥-percent certificate, we can so indicate together with the date on 
which it will mature. 

Mr. Gary. When was your last issue of bonds? 

Mr. Kiisy. The last issue was the refunding of the December 1 
maturity. 


1955. 


REFUNDING OPERATION 


Mr. Gary. Can you give us the details with respect to that refund- 
operation? 

r. Kixpy. Yes, sir. We issued a 1%-percent note for a year and 
15 days, just a little over 1 year, and an opportunity to take an addi- 
sisunl aunnaah of a 5-year bond which was issued on February 15, 
1953. That was a 2%-percent bond which will mature in Decem- 
ber 1958. The holders of the maturing notes had the option of taking 
either of those two, and much to our gratification about $1% billion 
were exchanged for the longer bond with a slightly higher interest 
rate. That, of course, is one step in this program of attempting to 
lengthen the maturity of the debt. 


REFUNDINGS DURING CALENDAR YEAR 19538 


Mr. Gary. Can you give us a statement, either in table form or 
in ag oh form, showing the various refundings during calendar 
year 1953 

Mr. Kixpy. I will be very glad to do that, Mr. Gary. 

(The material referred to is as follows:) 
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REMOVAL OF POST OFFICES FROM THE BOND-SELLING FIELD 


Mr. Gary. Why are you discontinuing the sale of savings bonds at 
the post offices? 

r. Kitpy. We found that we could save quite a little money, 
Mr. Gary, by eliminating the sale at post offices. As you know, the 
unit cost that we are paying the Post Office is approximately 30 cents 
for each bond that they issue. The Post Office is not really organized 
to do this sort of a merchandising job, and in discussions which took 
place this fall between Treasury and Post Office people it was agreed 
that it would be in the interest of economy to discontinue the sale of 
savings bonds at post offices, even though they have been in the pro- 
gram right from the start. We estimate that we are going to save 
approximately $1,924,000 through that action. The amount of savin 
will be decreased somewhat to the extent that sales continue in sma 
post offices, but that is not going to amount to much money because 
we are talking now of little post offices which sell 2 or 3 or maybe 5 or 
6 bonds a month. 

Mr. Gary. You will continue those? 

Mr. Kitsy. We will continue those as a service to the people in the 
community. We do not want people to feel they are not able to buy a 
savings bond conveniently, but as far as the cost to the appropriation 
is ” seen it will be very small because this volume will be very 
small. 

Mr. Gary. That will be in the rural offices? 

Mr. Kixsy. In the rural offices; yes. 

Mr. Gary. I am very glad you are going to do that. I was going 
to ask you about it, because I think to eliminate sales in post offices in 
some of our rural communities where they do not have banking 
facilities would tend to discourage the purchase of bonds. 

Mr. Kiisy. That was our conclusion. 

Mr. Gary. Thank you, sir. That is all. 


SALE OF SAVINGS STAMPS IN POST OFFICES 


Mr. CanrieLtp. You are continuing the sale of savings stamps 
in all post offices; are you not? 

Mr. Kitsy. The post offices will continue to sell the savings stamps 
and they will also continue to redeem them. The volume of stamps, 
incidentally, is very small. It only involves about $1.5 million a 
month, but it has been a part of the thrift program, with particular 
emphasis on the sale of stamps to school children. 


CHANGES IN OPERATING PROCEDURES 


Mr. James. Mr. Kilby, will you discuss some of the major changes 
in operating procedures which have been put into effect the present 
fiscal year and the efficiencies and savings accomplished thereby? 

Mr. Kixtsy. During the year, Mr. James, our management-improve- 
ment program has been very active and we have done a tremendous 
lot of work which has resulted in savings of a few thousands here and 
a few thousands there. The major item that we have accomplished 
in this past year has been a change in the redemption procedure for 
savings bonds, which became effective July 1 and which is estimated 
to save us about $700,000 a year. ° 
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Probably the second largest saving resulted from the decentraliza- 
tion of the verification and destruction of unfit United States currency 
to the Federal Reserve banks which will save us about $350,000 a 
year; is that about right? 

Mr. Herrevrinaer. As a continuing operation based on the present 
workload, yes. 

Mr. Kinsy. From those large nuggets of savings we drop down to a 
lot of little items. I might just add that some of these little items 
have been changes in organization or consolidations of small working 
units which have accomplished the elimination of two or three posi- 
tions here and there. The cumulative effect of them has been a 
saving of the magnitude of $1,800,000, but that represents a lot of 
hard work and picking up a little here and a little there and adding 
them together to make a substantial total. 


PROPOSED CHANGE IN THE METHOD OF PRINTING BONDS 


Mr. James. In discussing the changes in operating procedures, 
included under that heading is your proposal to change the method 
of printing savings bonds. 

Mr. Kitsy. That is one of the principal items which we have docu- 
mented in our submission which, as of today, appears to be somewhat 
questionable. The final decision has not yet been made by the Treas- 
ury as to whether it will or will not go forward with the project. A 

eat deal of opposition has been built up, principally from the Plate 

rinters’ Union, which has addressed a document to all Members of 
Congress, and I have no idea what other people have received their 
communication. The general purport of it has been to the effect 
that an offset printed bond can be more easily counterfeited than one 
printed by the intaglio method, and the Treasury is weighing the 
question at the moment. I might say we have had quite a number of 
inquiries from Members of Congress saying, ‘‘What does the Treasury 
think of this presentation made by the Plate Printers’ Union and what 


does it propose to do?” At this moment acknowledments are going 
out saying that problems incident to the pening of savings bonds by 


the offset method are being studied very carefully. 

Mr. James. Would the decision be based on the assumption that 
the Plate Printers’ Union are correct in saying that an offset printed 
bond would be more readily susceptible to counterfeiting than intaglio 

amen honds? Would that be the basis on which the decision might 
e made? 

Mr. Kixsy. I am sure that those will be factors in the decision, but 
the decision is not going to be made by me. The decision is going to 
be a policy decision at the Secretary’s level. 

Mr. James. I can realize that, but can you say whether or not the 
Treasury has seen fit to bring in experts who are exponents of the 
offset method and heard them on the subject? 

Mr. Gary. Will the gentleman yield? 

Mr. Jamus. Yes. 

Mr. Gary. The Secretary made the statement the other day that 
they were far more worried about the psychological effect of it than 
they were about the actual chance of counterfeiting. They did not 
feel that the question of counterfeiting is important, but they did 


168 


think that the psychological effect was one that had to be given 
serious consideration. 

Mr. James. I am asking whether exponents of the offset-printing 
method have been brought in to counteract that psychological effect 
with certain assurances about the effectiveness of offset printing. 

Mr. Kizsy. I am unable to tell you whether that has been done or 
not. 

Mr. James. I think it should be done. I feel that a saving of over 
half a million dollars in just the preparation of bonds, which in many 
instances are bought pee in 3 months redeemed, is an important piece 
of money in this activity. I feel that the Treasury has the duty of 
hearing from others than just those men who have a vested interest 
in the continuation of the present method of printing these bonds. 
It has been said that our currency is not readily counterfeited because 
of its excellence and the fact it is all steel-plate engraved. The fact 
it is steel-plate engraved is not the reason our currency is not readily 
counterfeited. The reason lies in the excellence of the preparatory 
work, the creation of the design, and engraving of the plate. That 
same high degree of excellence can and is exercised in the preparation 
for offset printing, which in my opinion—and I do regard myself as 
having some knowledge of these things—it is thorou hly possible to 


set up an excellence of preparation and make an offset printing as 
difficult to counterfeit as it is to counterfeit our currency. Further, 
the offset process is now and has been for some time in the state of 
further high development. There is a new system of offset that is 
now being used in a limited way. It is known as the dry-offset proc- 
ess. It overcomes the one objection to offset in a general sense, 
and that is, that it is possible by dry offset to maintain the same 


degree of uniformity of color distribution and affinity to paper that is 
possible in steel-plate engraving. 

Mr. Kiisy. Will that give you the same fidelity in reproduction? 

Mr. Jams. Yes, and uniformity of color. The offset process 
would provide just as much assurance against counterfeiting as the 
plate-printed production. 

Mr. Krispy. We were swayed very much Ye Ae fact that $665,000 
a yee is a substantial amount of saving. We feel since this is an 
obligation that is nontransferable, and the person named on the bond 
must appear before the paying agent and identify himself, the possi- 
bilities of counterfeiting are very much lessened. As a matter of 
fact, when we adopted that as part of our savings we did not have, 
and may I add as far as I am personally concerned I do not have 
now, any fear of the counterfeiting of these securities. The fact they 
are made of distinctive paper and are not transferable seems to me 
to —— that counterfeiting to any extent could not flourish. 

r. James. I think the fact you have just stated plus the testi- 

mony of people in the offset-printing field would allay any fears the 
public may have. 

Mr. Gary. Will the gentleman yield? 

Mr. Jamus. Yes. 

Mr. Gary. Would the bonds under the new process be printed on 
the same kind of paper that they are now printed on? 

Mr. Krispy. Yes, sir. They would be printed on the distinctive 
paper. 
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Mr. James. The great value of offset printing is that you can 
print by offset on any kind of paper, from the finest quality down to 
wrapping paper. 

r. Gary. Will the gentlemen yield once more? 

Mr. James. Certainly. 

Mr. Gary. Do you know what process most of the corporations 
use for their stocks and bonds? 

Mr. James. In days gone by there was no such thing as offset 
printing and most all bonds were stock bonds or semistock bonds 
and they were made by the plate engraving or by lithography. Then 
came a new method of gravure printing and that was used to some 
extent for stock and bond blanks. I have not the slightest doubt 
that today, because of the development of the offset process, they 
are or soon will be, using that process extensively. F wadetebaha 
that a lot of foreign currency is now being printed by offset. 

Mr. Canriexp. Off the record. 

(Discussion off the record.) 

Mr. Kixsy. Before we leave the subject of offset printing, I wonder 
if I might make a brief observation for the record. In 1946 the Armed 
Forces Leave Act was passed which authorized the issuance of bonds 
to members of the Armed Services in compensation for terminal 
leave which they had not taken. Pursuant to that act we issued 
something over 10 million bonds which went to veterans in cities 
and hamlets all over the country. Those bonds were offset printed 
bonds. They were not even printed at the Bureau of Engraving and 
Printing. They were printed at the International Business Machines 
factory. Those bonds, like the savings bonds, required the personal 
identification of the owner before they were redeemed, and to my 
knowledge there has not been a single counterfeiting of those bonds. 

Mr. James. You are going to get a “try” by some crook at counter- 
feiting anything that is done, tobacco stamps, liquor stamps, and 
everything. You are going to get a try, but they will be no more 
successful in counterfeiting a well-done offset printing job than any 
other. Off the record. 

(Discussion off the record.) 

Mr. Kixsy. Off the record. 

(Discussion off the record.) 


ISSUANCE, SERVICING, AND RETIREMENT OF SAVINGS BONDS 


Mr. James. I ask that there be inserted in the record at this point 
pages 75, 76, 77, 78, 79, and down to item 2 on page 80. 
The material referred to is as follows:) 


DeraILeD EXPLANATION OF ESTIMATES BY ACTIVITY 


Issuance, servicing, and retirement of savings bonds 


Appropriation base for 1955 $31, 343, 980 
Budget estimate for 1955 32, 706, 720 
Increase over base 1, 362, 740 


The volume of work to be performed under this activity stems primarily from 
the sale and redemption of savings bonds. The workload base cannot be con- 
trolled by the Bureau of the Public Debt, but is dependent on the sales, service, 
and redemption functions the Bureau may be called upon to perform. Bonds 
must be printed and distributed, and issue records established. Upon redemption 


n 
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of the bonds, fees must be paid to paying agents and retirements recorded. Also 
lost, stolen, or destroyed bonds must be replaced ; semiannual interest checks issued 
on three different series; ee facilities provided when requested; and 
savings stamps issued and retired. 

The estimates of fund requirements under this activity are based on the best 
estimates obtainable as to the volume of savings bond issues and retirements to 
be experienced, including such service transactions of the pieces outstanding as 
are required. They take into consideration such factors as the effectiveness of 
the sales promotion programs, the normal volume of bonds being redeemed before 
maturity, and the percentage of matured bonds likely to be presented for redemp- 
tion, notwithstanding the automatic extension plan effective for series E. 

E bond sales have been steadily increasing with particularly significant gains 
in the higher denominations. During 1953, 6 million, about 8 percent more bonds 
were sold than during 1952, and this trend is expected to continue through 1954. 
In its campaign to increase participation in the savings bond program, the 
Treasury plans to concentrate its sales effort on denominations of $50 or higher, 
Thus, an increase in dollar sales should continue to be realized in 1955 with about 
the same volume of pieces. 

E bond redemptions have also been increasing. The volume of 83 million such 
redemptions in 1953 represented an increase of 8 percent over 1952. This increase 
is due to the larger number of matured bonds being presented for payment, an 
increase in 1953 of 9 million over the previous year, 15 million in 1953 as against 
6 million in 1952. As the number of outstanding bonds over 10 years old increases, 
some increase in redemptions of such bonds must be expected. By reducing the 
volume of $25 bond issues, however, and continuing to encourage savings bond 
purchasers to hold their bonds, it is believed that redemptions will level off in 
1955. There will be some increase in the redemptions of savings bonds of other 
series in 1955, since a much larger number of series F and G bonds will mature in 
that year. As of June 30, 1953, there were 1,280,000 such bonds outstanding 
which will mature in 1954, as compared to 2,005,000 which will mature in 1955. 

The following table indicates the estimated volume of savings bond issues and 
retirements in 1954 and 1955, and the volume processed in 1953: 


Volume of savings bonds processed or to be P sd acon within funds available and 


estimate: 


Actual, Estimate, | Estimate, 
Type of transaction 1953 1954 1955 


80, 337, 751 
659, 881 


80, 997, 632 
2, 919, 125 


83, 916, 757 


82, 790, 960 
1, 083, 777 


Total redem; 83, 874, 637 
Other retirements (claims, reissues, spoils, ete.) . . ...-.----- 836 


Total retirements 89, 076, 473 


The following tables set forth the number of items for processing within available 
funds (appropriated or estimated) in the fiscal years 1954 and 1955 and the actual 
quantities processed in 1953, and the distribution of such funds: 


Sales 
| 86, 800, 000 86, 800, 000 
Other issues (claims, reissues, exchanges, etc.) .........-..-- 2, 900, 000 2, 900, 000 
89, 700, 000 
SSS 
Redemptions: 
89, 800,000 | 90, 500, 000 
5, 200, 000 5, 200, 000 4 
| 95, 000, 000 95, 700, 000 
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Volume of work classified by major i within each participating organization 
in pieces) 


1953 actual | 1954 estimate | 1955 estimate 


Post Offices Department: 
Savings bonds sold 
Savings stamps sold 
Savings bonds certified for payment 
Federal Reserve banks: 
Issue stubs and spoiled bonds accounted for 
Bonds received and released in safekeeping 
Bonds received and delivered on reissue and replacement. 
Paid A-F, J, and matured G bonds processed 
A-F, J, and matured G bonds redeemed by samme 
Bonds redeemed by banks (other series) - 
Bonds redeemed by paying agents on fee basis _. 
Redeposited old-style series E bonds 5 010, 605 
Bureau of the Public Debt: 
Registration stubs functioned on issue ! 73, 411, 178 
Retired bonds processed 2 88, 849, 848 
Service functions: 
Bonds functioned (forwarding items) 312, 979 
Interest checks issued 8, 414, 388 
Registration released (bonds functioned) ; 1, 248, 693 
Claims cases functioned - 76, 666 
General inquiry cases functioned __- 121, 591 


wy 

ow 


"Represents average number of stubs processed through the 8 major operations. 
2 Represents average number of bonds processed through the 6 major operations. 


Cost of handling the volume of work classified by major functions within each partic- 
ipating Organization 


1953 actual | 1954 estimate | 1955 estimate 


Post Office Department: 
Savings bo: $1, 930, 500 
Savings stamps sold 500 
Savings bonds certified for payment 15, 000 


Total, Post Office Department 2, 945, 000 


Federal Reserve banks: 
Issue stubs and spoiled bonds accounted for 
Original issues by banks 
Bonds received and released in safekeeping 
Bonds received and delivered on reissue and replacement - 
Paid A-F, J, and matured G bonds processed 
A-F, J, and matured G bonds redeemed by banks 
Bonds redeemed by banks (other series) 
Bonds redeemed by paying agents on fee basis. 
Redeposited old style series E bonds 


Total, Federal Reserve banks 20, 853, 914 


Bureau of the Public Debt: 
Registration stubs functioned on issue 5, 353, 607 
Redeemed bonds processed 2, 859, 158 


Service functions: 
Bonds functioned (forwarding items) ................- 861, 418 
Interest checks issued ewe 1, 273, 151 
Registration released (bonds functioned) 3 133, 806 
Claims cases functioned 1, 106, 548 
General inquiry cases functioned 1, 233, 467 082) 962 


Total servicing 4, 608, 390 4, 318, 196 4, 431, 984 
Total, Bureau of the Public Debt 12, 821, 155 | 1 12, 648, 833 12, 821, 420 
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37, 755,069 | 36,512,693 | 32, 706, 720 


| Does not include proposed’supplemental to cover cost of penalty mail, Public Law 286. 


d 
t | 
f 
e 95, 000, 000 97, 000, 000 
79, 850, 000 85, 300, 000 
5 9,550, 000 9, 550, 000 
1, 673, 000 1, 673, 000 
S } 5, 800, 000 5, 800, 000 
3 | 89, 000, 000 89, 600, 000 
2, 880, 000 3, 4090, 000 
| 800, 000 900, 000 
85, 930,000 | 86, 200, 000 
), 000 
2. 200 
0, 000 
1,000 
77, 500 79, 500 
: 138, 200 150, 800 
| 
> 
| 2,039, 888 2, 
| 1, 287, 591 1, 
404, 745 
| | 1,637,918 1, 
3, 719, 585 3, 
| 829, 388 1, 
| 901, 577 
| 9,930,994 | 10, 
, 103, 298 
20,915,860 | 241, 300 
saa 5, 558, 939 
2, 926, 540 2, 830, 547 
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As indicated in the preceding table, costs for this activity in 1954 are estimated 
in the amount of $36,512,693. Adjustments for nonrecurring expenditures, dis- 
cussed previously in the analysis of appropriation base, reduce the base for 1955 
to $31,343,980. As related to the base, there are certain expenses which are 
expected to increase in 1955 due to additional work to be processed or higher 
costs. The increases include $927,670 for issuance, $185,770 for retirement, and 
$249,300 for servicing. The table hereunder sets forth the estimated costs by 
object class, and is followed by explanations of the increases requested. 7 


Summary by object class 


Appropria- Estimate 
tlon base 1955 


$8, 559,304 | $8, 559, 304 
8, 550 


‘Transportation of things 
Communication services. 
Rents and utility services 
Printing and reproduction: 
Engraving and printing 


ices of other agencies: 
Federal Reserve banks 


125, 765 


586, 069 


1, 828, 191 
122, 419 
15, 083 

18, 982, 860 
644, 000 
24, 480 
279, 994 
89, 030 
19, 567 


8, 550 
125, 765 
1, 162, 968 
586, 069 
1, 828, 191 


122, 419 
15, 083 


19, 241, 300 
644, 000 


31, 343, 980 


EXPLANATION oF INcREASE BY OBsect CLass 
INCREASE IN PENALTY MAIL 


Public Law 286, 83d Congress, approved August 15, 1953, provides that from 
such date each agency will be required to reimburse the Post Office Department 
for the use of penalty mail at the prevailing postage rates. Since this law will be 
effective for the entire year in 1955, and no funds have as yet been provided for 
1954, an increase of $1,104,300 over the base will be required. The funds re- 
quested are to cover the mailing of 28,500,000 savings bonds to purchasers, 
8,070,000 interest checks to bondholders, and 240,000 pieces of miscellaneous 
correspondence, reports, etc. 


INCREASE IN FEDERAL RESERVE BANK REIMBURSEMENTS 


The Federal Reserve banks and branches are reimbursed from this appropria- 
tion for services performed in the custody of unissued stock of United States 
savings bonds, the shipment of stocks to issuing agents, the processing of registra- 
tion stubs subsequently received, the processing of spoiled bonds, the maintenance 
of safekeeping facilities for the public and Armed Forces, and the maintenance of 
issuing agents’ accounts. The banks make original issues, function reissues and 
replacements, and prepare serial number listings of bonds issued for the Bureau 
of the Public Debt. They also maintain paying agents’ accounts, process all 
bonds retired either through the paying agents or presented directly to the banks. 

Increases in their work are expected in 1955 because of the estimated rise in re- 
demptions of maturing series F and G bonds. In addition, since the Post Office 
Department will no longer handle savings bonds, there will be some increase in 
issue operations by the banks. Consequently, an additional $258,440 is required 
for reimbursements to the Federal Reserve banks. 


INCREASES IN 1955 BUDGET 


Mr. James. Mr. Commissioner, for the activity “Issuance, servic- 
ing, and retirement of savings bonds”? $32,706,720 is requested for 
fiscal year 1955, which is an increase of $1,362,740 over the base for 


| 

258, 440 
jupplies and mate: 79, 
BQUIPMENt ... - 89, 030 
Total obligations... 22; 706, 720 1, 362, 740 
H 
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fiscal year 1955. Will you explain the reason for the increased 
request! 

Mr. Kitsy. That increase is entirely attributable to the work in 
the Federal Reserve banks and is 7. because of the im- 
position of the penalty mail charge. The Federal Reserve banks, of 
course, mail out millions of pieces which heretofore have gone without 
postage and which will now be subject to the postal law. 

I might add we have only 3 items of increase, this $1,362,740 in 
activity 1; $72,964 in activity 2, which is issuance, servicing, and 
retirement of other Treasury securities; and $266,900 in activity 5, 
which is the promotion of the sale of savings bonds. The latter one 
is entirely attributable to this penalty mail charge, and the second 
one is primarily attributable to that plus some increase in the unit 
cost that the Bureau of Engraving and Printing will charge us for the 
printing of securities. So that almost all of the total increase is at- 
tributable to the mail situation, augmented by the slight increases 
by the Bureau of Engraving and Printing. 

Mr. James. Off the record. 

(Discussion off the record.) 

Mr. James. Will you give us a statement concerning the sales 
promotion program in regard to selling bonds? 

Mr. Kixsy. That will be presented by Mr. Shreve, who is slated 
to follow me. 


ISSUANCE, SERVICING, AND RETIREMENT OF OTHER TREASURY 
SECURITIES 


Mr. James. I desire to have inserted in the record at this point 
beginning with the figure 2 on page 80, the balance of that page, and 
the next page. 

(The following material is inserted for the record:) 


Issuance, servicing, and retirement of other Treasury securities 


Appropriation base for 1955 
Budget estimate for 1955 
Increase over base 


This activity includes the operations incident to the issuance and retirement of 
all public-debt securities other than savings bonds, the issuance of interest checks, 
the conduct of authorized transactions in the outstanding debt, and the verifica- 
tion of paid interest coupons. Security transactions charged to this acitvity 
cover the normal funding operations of the Government, and, include such securi- 
ties as Treasury bills, Treasury certificates of indebtedness, Treasury notes, 
Treasury bonds, etc. The following table offers a comparison of the estimated 
number of pieces of securities of all types to be issued and retired in 1954 and 
1955 with totals for fiscal 1953: 


2 
| 
d 
5 
e 
r 
) 
) 
i 
| 1953 1954 | 1955 
Issues: 
2, 000, 000 
Retirements: vx 
1, 000, 000 
3, 208,008 | 3, 100, 000 
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The additional costs in this activity are due to increased rates for security stocks 
and postage which must now be paid from the appropriation. 
The costs for the activity are distributed as follows: 


Summary by object class 


Estimate 
tion base 1955 


Printing and reproduction: 
Engraving and printing 
ther 


Services of other agencies: 
Reserve banks 


Supplies and materials. __ 
Equipment 
Taxes and assessments 


6, 717, 911 


EXPLANATION OF INCREASES BY OBsEcT CLASS 
INCREASE IN PENALTY MAIL 


This increase is due to the enactment of Public Law 286 requiring reimburse- 
ment to the Post Office Department for use of penalty mail. This requirement 
will be in effect for the entire fiscal year 1955, and funds are requested to cover the 
mailing of about 700,000 interest hocks and 260,000 other items. 


INCREASE IN TRANSPORTATION OF THINGS 
INCREASE IN FEDERAL RESERVE BANK REIMBURSEMENTS 


The increase of $22,700, including $700 for transportation of things and $22,000 
for Federal Reserve bank reimbursements, is attributable to the increase in rates 
for fourth-class postage, effective October 1, 1953. The increase will be in effect 
for the full year of 1955, as against three-fourths year in 1954. 


INCREASE FOR ENGRAVING AND PRINTING OF SECURITIES 


No increase is anticipated in the volume of securities required for printing in 
1955. The Bureau of Engraving and Printing which manufactures the securities 
anticipates, however, a small increase in overhead costs chargeable to securities 
amounting to $21,464. A total of 3,844,000 pieces of securities and 705,000 
interest checks are estimated for each of 1954 and 1955. 


MAINTENANCE AND AUDIT OF PUBLIC DEBT ACCOUNTS 


Mr. James. I desire to have inserted in the record at this point the 
part of page 82 relating to maintenance and audit of public-debt 
accounts. 

(The material referred to is as follows:) 


Maintenance and audit of public-debt accounts 


Appropriation base for 1955 $974, 415 
Budget estimate for 1955 ; 974, 415 
Increase over base 


This activity covers the operations of the Division of Public Debt Accounts and 
Audit, which maintains administrative control accounts over all security trans- 
actions with which the Bureau of the Public Debt is charged, and related trans- 
actions conducted by the Treasurer of the United States, Federal Reserve banks 


Increase 
8, 895 9, 595 $700 
Communication services bade Visi. 29, 730 58, 530 28, 800 
‘ 404, 337 425, 801 21, 464 
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acting as fiscal agents for the Treasury, etc. The Division also makes adminis- 
trative audits of transactions and the securities involved. No increase is requested 
for 1955. 

The costs for the activity are distributed as follows: 


Summary by object class 


| | 
| Appropria- 
tion base ee 1955 


Printing and reproduction 

Other contractual services 

Services of other agencies - 

Supplies and materials. 

Equipment 

Taxes and assessments 


Total obligations 2 974, 415 974, 415 | 


Mr. James. Will you give us a short statement on the need for 
$974,415 for this activity? 

Mr. Kixsy. That is a continuation of the public-debt accounts and 
audits operation which has been an integral part of our operation over 
the years. It covers the operations of the Division of Public Debt 
Accounts and Audit which maintains administrative control accounts 
over all security transactions with which the Bureau of the Public 
Debt is charged, and related transactions conducted by the Treasurer 
of the United States, Federal Reserve banks, acting as fiscal agents 
for the Treasury, and so forth. 

Mr. James. That is all. 


EXECUTIVE DIRECTION 


Mr. VursEeLu. Mr. Commissioner, I would like to request that we 
insert in the record at this point page 86 from the figure 6, “Executive 
direction’”’ and all of pages 87, 88, and 89. 

Mr. Kiusy. Yes, sir. We will be glad to insert those. 

(The material referred to is as follows:) 


Executive direction 
Appropriation base for 1955 
Budget estimate for 1955 
Increase over base 


This activity includes the staff of the Commissioner of the Public Debt perform- 
ing overall administration of the Bureau activities; preparing documents incident 
to new offerings to the public; directing the handling of subscriptions and allot- 
ments of securities issued; and the establishment ofgpolicies and the maintenance 
of supervision over the operations of the Bureau. 

, Pa increase is requested for 1955. The costs of the activity are distributed as. 
ollows: 


42490— 54——12 


| Increase 
} 
— $007,915 | $907, 915 
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Summary by object class 


Appropriation, 
base 


Travel 
‘Transportation of things 
Communication services 

Printing and reproduction 
Other contractual services. 
Services of other agencies 
and materials.___ 


ane 103, 454 103, 454 


Analysis of direct and indirect obligations by activity 


Appropriation estimate, 1955 


Activity 
Direct obli- | Indirect obli-| Total obli- 
gations 


$32, 706, 720 
6, 717, 911 
Maintenance and audit of public debt accounts 


Promotion of the sale of savings bonds 
6. Executive direction 


1. 

2. 

3. Verification and destruction of unfit United States currency. 
4. 

5. 


In arriving at the total estimate for each activity, it was necessary to prorate 
certain costs amounting to $2,287,563, or 5 percent of the 1955 estimate ($45,400, - 
000). The prorated items include the overall administration in Washington and 
Chicago, such as purchasing, personnel, payroll, and voucher-audit functions; 
miscellaneous object accounts in Washington and Chicago for which it is not 
feasible to maintain accounts by activity; and costs in the Division of Loans and 
Currency in Washington in which operations are conducted under the first two 
activities. In the latter Division, units handling security stock process both 
savings bonds and regular Treasury issues. 

Proration of administrative costs was based on the number of personnel charged 
to each activity in the organizations over which administration is exercised. 
Work volume was analyzed in the units in the Division of Loans and Currency, 
Washington, handling both ty of securities, proper weight being given to 
variations in the time taveread ie processing savings bonds and regular issues 
where there are such variations, and the costs distributed on the basis of the 
number of personnel required for each activity. 


Estimate, 
1955 Increase 
__ 
| | 
4,897, 500 4, 897, 500 
Ee ELS 98, 044 5, 410 103, 454 
2, 287, 563 45, 400, 000 
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Standard classification schedule (direct obligations only) 


Appropria- | Appropria- | Appropria- 
tion tion estimate, 


Total number permanent positions_- 
Average number of all employees- --- 


Average salaries and grades: 
General schedule grades: 
Average salary 
Average grade 
Crafts, protective, and custodial 
es: 


Average grade 
Object Classification 


Personal services: 
Permanent positions $16, 065, 917 , 521, $15, 521, 143 
Temporary positions 20, 334 6, 555 6, 
Regular pay in excess of 52-week 

base 60, 425 59, 031 


Payment above basic rates. -_-_-_. 2, 524 2, 524 


Total, personal services 16, 149, 200 \ 15, 589, 253 
Travel 379, 348 365, 814 
‘Transportation of things p 205, 947 
Communication services . 1, 575, 652 
Rents and utility services 659, 996 649, 669 649, 669 
Printing and reproduction: 

Engraving and printing 2, 253, 992 
Other 497 


606, 497 
315, 510 


Services performed by other agencies: 
Federal] Reserve banks 


Other 
Supplies ol materials 


Total obligations 
Comparative transfer to: 
Salaries and expenses, Office of 
Treasurer 


Total obligations incurred 

Transfers to: 

Salaries and expenses, Office of 
the Secretary of the Treasury_- 

Salaries and expenses, Bureau of 
Accounts, Treasury 


1 50, 000, 000 


1 Does not include proposed supplemental to cover the cost of penalty mail, Public Law 286. 


Mr. VursE.t. It is noted that no increase is requested for fiscal 
year 1955 over the base figures for 1954. Does this contemplate a 
comparable workload for each of those fiscal years? 

r. Kitpy. The workload for the 2 years is very close. In fiscal 
1955 there will be a slight increase in the volume of redemption of 
savings bonds, primarily due to the maturities of series F and G 
bonds. Otherwise the workload is estimated at substantially the 
same figure on both the issue and redemption sides. 


| | Increase (+) or 
decrease (—) 1955 
estimate over— 
1954 esti- 
1955 base 
4, 644 4, 326 —318 
id 4, 205 4, 036 —169 
$3, 824 $3, 867 +43 
iis GS-4.0 GS-41 +0.1 
Average salar $3, 110 $3, 140 +30 
—$544, 774 
—13, 779 
—559, 947 
+$700 —4, 525 
+1, 400, 000 | +1, 395, 405 
+21,464 | —576, 648 
Other contractual services 351, 400 315, 510 oaetamectite —35, 890 
052, 22,146,000 | 22, 427,100 | +280, 440 | —1, 655, 500 
i Post Office Department. _..._.-. 2, 945, 000 644, 000 644, 000 |............| —2,301, 000 
251, 245 250, 480 200, 400 —765 
376, 727 365, 226 —11, 501 
144, 136 120, 178 190,178 |............| 23,968 
32, 282 30, 682 —1, 600 
. 49, 660,000 | 43, 697,396 | 45, 400, 000 |+1, 702, 604 | —4, 260, 000 
| 43,007,306 | 45,400,000 |+1, 702,004 | —4, 000,000 
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NUMBER AND GRADE OF PERSONNEL 


Mr. Vurse_t. How many persons are employed in Executive 
Direction? 

Mr. Thirteen. 

Mr. Vurse.tu. What are their grades? 

Mr. Kixtpy. They range from GS-16 down through GS-3. 

Mr. Vursetu. Do you have any super grades in this group? 

Mr. Kixey. Just one. 


COST OF PUBLIC LAW 286 (PENALTY MAIL) 


Mr. Vurse ti. How much do you estimate the cost ofjPublic Law 
286 will be in fiscal 1955? 

Mr. Kitpy. About $1,400,000. 

Mr. Vurse.u. That is all. 


Tunspay, JANUARY 19, 1954. 


UNITED STATES SAVINGS BONDS DIVISION 


WITNESSES 


EARL O. SHREVE, NATIONAL DIRECTOR 

BILL McDONALD, ASSISTANT NATIONAL DIRECTOR, ADMINIS- 
TRATION 

BERNARD KRIXTEIN, BUDGET AND FISCAL OFFICER 


PROMOTION OF THE SALE OF SAviNGs Bonps 


Mr. CanrieLp. We have now reached the item under the Bureau 
of the Public Debt, “Promotion of the sale of savings bonds.” For 
this item the amount of $4,875,600 was voted for fiscal year 1954, 
and the request for the new year, fiscal 1955, is for $4,897,500, an 
increase of $21,900. 

We have as our witness this morning Mr. Earl O. Shreve, the new 
National Director of the United States Savings Bonds Division. 
Mr. Shreve, we are glad to greet you, and before we ask for a statement 
of this item will you be good enough to tell us briefly something about 
your good self. 

Mr. Sureve. I will be very happy to, Mr. Chairman, and gentlemen. 

Mr. Sureve. I will be glad to. 

I am a native Iowan. I started out as a telegraph operator and as 
a station agent for the Chicago, Milwaukee & St. Paul Railroad. I 
graduated from Iowa State College in Ames, Iowa, in 1904. I went. 
to the General Electric Co. and served with General Electric for 44 
years, becoming vice president in charge of sales and later vice 
president in charge of customer relations. 

I retired from General Electric in 1947, and for 2 terms I was 
president of the Chamber of Commerce of the United States. After 
serving 2 terms or 10 years on the board of the chamber, I served 3 
terms or 3 years as the national president of junior achievement. I 
hope you are all familiar with junior achievement, because I think it 
is one of the best activities we have in the country. 


¢ 

i 
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I was living quietly and happily in Florida and some of my friends 
up here thought that I could make a contribution, so I deserted the 
nice, warm climate of Florida and came up to Washington to try to 
help do a job. That is about it. 

Mr. CanrieLp. Whom did you follow in this assignment? 

Mr. SuHreve. | do not believe there has ever been a man in charge 
of both the volunteer and administrative staff. I followed Mr. Vernon 
Clark, who was chairman of the volunteer organization and Mr. Merrill 
Predmore who was acting national director. 

Mr. Canrievp. Is Mr. Clark still with the organization? 

Mr. Sureve. He retired from active duty but is still available to us 
as a volunteer consultant. He was about 12 years in this work, and 
for many of those without any compensation at all. He is from 
Des Moines, Iowa. He has done a fine, outstanding piece of work. 

Mr. CanFietp. What is your compensation? 

Mr. Sureve. $12,000. If I can break even I will be happy. 


SUMMARY JUSTIFICATION DATA 


Mr. Canrietp. We will insert pages 82, 83, 84, 85, and 86 of the 
justifications. 
(The material referred to follows:) 


Promotion of the sale of savings bonds 


Budget estimate for 1955 4, 897, 500 
Increase over base 266, 900 


The United States Savings Bonds Division promotes the sale of savings bonds 
and stamps to the American people. The Division now concentrates exclusively 
on promoting the sale of series E and H bonds (which series may be owned by 
individuals only). 

The Division’s broad objectives which are an important link in the Treasury’s 
program for maintaining a sound and stable dollar, are as follows: 

(1) To distribute the public debt more widely among the American people. 

(2) To increase the current net sales of series E and H bonds (i. e., cash 
sales in excess of bonds redeemed at or before maturity). 

(3) To help hold down inflationary pressures and keep the dollar sound by 
persuading the people to store up savings for the future. 

(4) To promote thrift generally and especially to encourage the habit of 
regular savings. 

During fiscal years 1954 and 1955, the sales promotion program will have three 
aims: (1) To expand the cash amount of series E and H sales; (2) to encourage 
the owners of the approximately $11 billion of E bonds maturing in fiscal years 
1954 and 1955 to hold them after maturity instead of cashing them; and (3) to 
continue to inform more Americans about the terms of the E bond and its current 
income companion, the H bond. 


1, Expanding the cash sales of series E and H bonds—getting more purchasers 

A. Payroll savings plan.—As of the close of fiscal year 1953, there were about 
8,250,000 persons purchasing E bonds under the payroll savings plan. Com- 
pared with the number of purchasers at the end of fiscal year 1952, this was a 
net gain of some three-quarters of a million payroll savers. 

It has been the policy of the Savings Bonds Division to promote the purchase 
of series E bonds in $25, $50, and larger denominations. Plans are now being 
formulated to eliminate promotion of the purchase of the $25 denomination for 
the remainder of fiscal year 1954 and thereafter. Instead, promotion will be 
concentrated on encouraging people to buy bonds in larger sizes—$50 denomina- 
tions and over, and to buy only in amounts that they feel reasonably sure they 
ean hold. Therefore, it is conceivable that the current number of payroll savers 
may decline as some people who are unable to hold bonds for reasonably long 
periods go off the rolls. However, even if there is a loss, the Division will not 
only exert every effort to recoup it, but will strive to increase the total number 
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of payroll savers to 10 million during fiscal years 1954 and 1955. Volunteer 
committees at national, State, and local levels, continuing industrywide drives 
and special local promotions will keynote this effort. 

B. Farm program.—During fiscal year 1953 good progress was made in selling 
savings bonds to the American farmer. In spite of the decline in agricultural 
income, savings bond sales in farm areas are currently showing sharp gains, 
much higher percentagewise than the 28 percent rate for the Nation as a whole. 

A continuous effort is being made to get the greatest possible number of farmers 
under the new savings plan for accumulating reserves for replacement of wornout 
farm machinery. 

C. School savings program.—A healthy growth in this program continues. 
Reports on school savings are on a calendar-year basis. As of December 31, 
1952, there were 5 million students enrolled in schools with stamp days. This 
compared with 4 million children at the previous year end. 

During calendar years 1953 and 1954 we hope to expand the number of schools 
with stamp days to encompass more than 7 million students. 

D. The investor market.—During fiscal year 1953 real progress was made in 
selling series E and H bonds to investors. This important market is approached 
through a concentrated program built around the utilization of selected volunteer 
groups. For example, banks gave strong and effective cooperation in the Divi- 
sion’s efforts to strengthen investor sales. 

The H bond is issued in denominations of $500 to $10,000 and sold chiefly to 
investors. 

During the last half of fiscal year 1953 significant increases occurred in the sales 
of the so-called investor denominations of E bonds. The $500 and $1,000 pieces 
pushed ahead 29 and 32 percent over sales during the same period the year 
previous. This reversed a 3% year downtrend, from 1949 through the first 6 
months of 1952. Moreover, during the last half of fiscal 1953, sales of the new 
$10,000 denomination E bond more than doubled over the previous 6 months. 


2. Encouraging owners to hold E Bonds after maturity 

The Division has been very successful in its campaign to get the holders of 
matured E bonds to hold them after maturity instead of cashing them. 

Through the continuation of this campaign, it is hoped that at least 70 percent 
of the approximately 156 million pieces of E bonds (amounting to approximately 
$11 billion in dollar value) maturing during fiscal years 1954 and 1955 will be 
held for a longer period. To maintain the health of the economy, the retention 
of past savings is just as important as a high level of savings out of current income. 
8. Informing the people of the terms of the bonds 

A continuous, long-range educational program is necessary to inform more 
Americans of the terms of the bonds and the advantage of investing their savings 
in them. Every effort will be made through extensive use of radio and television, 
newspaper, magazine, and other advertising and publicity media, as well as 
through continuous personal contact, to inform more people of the advantages 
of buying and holding savings bonds. 

Statistical data reflecting the results of the promotional activities of this 
Division are indicated in the following table: 


United States savings bonds sales by fiscal years 
[At issue price in millions of dollars] 


#| 


1 Series E, F. Series J and K bonds were first offered 


on May 1, is, and series F and G were withdrawn as of that Series H bonds were offered on June 


Norte.—Figures are rounded to nearest million dollars and will not necessarily add to totals. 


Fiscal year E F G H J kK | = 
2041-45 $98,374] $2,741 | $10, 720 
97 422} $30| $24] $86 
@) 360] 129] 373 
Total. 68,936} 4,958 | 23,438 300) 458 
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The United States Savings Bonds Division is requesting an appropriation of 
$4,897,500 for the fiscal year 1955. The amount requested includes $4,630,600 
estimated requirements for personal services, travel, publicity, and promotional 
materials, and other services that will be needed to carry out the program outlined 
above. This amount is $245,000 and 24 average number positions less than is 
available for the fiscal year 1954. The balance, namely, $266,900 is to provide 
funds for reimbursement to the Post Office Department for the mailing of matter 
bearing penalty indicia, in accordance with Public Law 286. 

The Savings Bonds Division consists of a small paid staff and a large force of 
volunteers having responsibility for reaching every segment of the American 

ublic for the purpose of selling hundreds of millions of dollars’ worth of savings 
| ome each year. Even with the use of the large volunteer organization personal 
contact with the public on any significant scale is out of the question. Thus, 
every emphasis must be placed on the use of advertising and direct mail. Such 
mailings consist of promotional letters signed by prominent volunteers, and 
advertising leaflets which are distributed to farmers, professional men, and other 
self-employed people where direct mail provides virtually the only efficient and 
economical means of reaching prospective buyers with a personalized sales message. 
In addition to the direct mailings, penalty mail is used to provide the contributors 
of more than $50 million of free advertising annually with newspaper mats, 
magazine electros, radio transcriptions, television films, etc. 

The cost for the activity is distributed as follows: 


Summary by object class 


Appropria- Estimate 
1955 


Personal services 

Travel 

Transportation of things_-__- 
Communication services 
Rents and utility services___ 
Printing and reproduction 
Other contractual services 
Supplies and mater: 
Equipment 

Taxes and assessments. 


GENERAL STATEMENT 


Mr. Canrige.p. Mr. Shreve, do you have a prepared statement to 
make? 

Mr. Sureve. Yes, sir. 

Mr. Chairman and members of the committee I appreciate the 
opportunity of coming before you today to present the program of the 
United States Savings Bonds Division for 1955. 

This is the 19th year that the Treasury has been selling savings 
bonds to the people. The cash value of these bonds of all series 
outstanding today is $58 billion of which more than $49 billion worth 
are held by over 40 million persons. 


1955 BUDGET PROGRAM 


Funds in the amount of $4,875,600 were appropriated for the fiscal 
year 1954 for the United States Savings Bonds Division. In line with 
current policies aimed at effecting reductions in budgetary programs, the 
estimate for 1955 anticipates a reduction of 24 average positions and 
associated costs equivalent to $245,000. However, subsequent to the 
i. of the 1954 Appropriation Act, the Congress enacted Public 

w 286 requiring the payment of postage on all Government-mailed 
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matter after August 15, 1953. No provision was made in the 1954 
appropriation for this additional cost estimated to amount to $250,000 
in 1954. 

Accordingly, the cutback of 24 average positions and the anticipated 
reduction of $245,000 has been offset by the new requirements of 
$266,900 for penalty mail in 1955. The total estimate for 1955 is 
$4,897,500 or $21,900 in excess of the funds available for 1954, not- 
withstanding the substantial reduction otherwise imposed in program 
requirements. 

he Savings Bonds Division consists of a small paid staff and a large 
force of volunteers having responsibility for reaching every segment of 
the American public for the purpose of selling hundreds of millions of 
dollars’ worth of savings bonds each year. Even with the use of the 
large volunteer organization personal contact with the public on any 
significant scale is out of the question. Thus, every emphasis must 
be placed on the use of advertising and direct sails Such mailings 
consist of promotional letters signed by prominent volunteers and 
advertising leaflets which are distributed to farmers, professional men, 
and other self-employed people where direct mail provides virtually 
the only efficient and economical means of reaching prospective buyers 
with a personalized sales message. In addition to the direct mailings, 
penalty mail is used to saareile the contributors of more than $50 
million of free advertising annually with newspaper mats, magazine 
electros, radio transcriptions, television films, and so forth. 


CONCENTRATION OF THE SALES EFFORT 


The current activities of the United States Savings Bonds Division 
are directed exclusively to selling series E and H bonds to the people. 
The E and H bonds pay 3 percent interest, compounded semiannually, 
if held 9 years and 8 months to maturity. The H bond, first put on 
sale in June 1952, differs from the E bond (which has been on sale 
continuously since May 1941) only in that it pays the holder interest 
by Treasury check semiannually, where the E bond adds it to the 
cash value. Since these bonds are essentially the same security in 
all respects except in the way the interest is paid and the size of the 
denominations, the Treasury reports sales of series E and H combined. 


OBJECTIVES OF PROGRAM 


The broad objectives of the Savings Bonds Division make up an 
important and vital part of Treasury’s debt management program. 
The sale of series E and H bonds performs a twofold function. First, 
as a specialized tool of Government finance, the continuous sale of 
these bonds puts a substantial portion of the public debt into the 
hands of millions of citizens, the healthiest place for it. Today, 
approximately 22 Borer of the public debt is 
Secondly, series E and H bonds form the heart of the asury’s 
ky er to encourage thrift. Persuading people to store up savings 
or the future helps to hold down inflationary pressures and to keep 
the dollar sound. 


eld in ore bonds. 
e 


| | 
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VOLUNTEERS ASSIST SALES PROGRAM 


The keystone of the savings bonds sales program is the continuous 
assistance it receives from its patriotic legions of volunteers who give 
the Treasury their time, their energy and their influence to sell sav- 
ings bonds to their friends and associates. A major activity of the 
paid staff is recruiting, training, and servicing the thousands of public- 
spirited men and women across the Nation who make up this savings 
bonds volunteer sales force. These volunteers come from the ranks 
of labor, industry, banking, agriculture, education, advertising and 
publicity media, women’s organizations, interracial groups, and 
similar organizations and groups. 


ADVERTISING DONATED BY BUSINESS AND MEDIA 


A major component part of the sales effort is the advertising sup- 
port donated to the program. Year after year, the Treasury receives 
millions of dollars’ worth of radio and television time, motion picture 
showings, newspaper, magazine, billboard and transportation adver- 
tising space free of charge. The Treasury doesn’t pay 1 cent for the 
time and space devoted each year to selling billions of dollars’ worth 
of savings bonds. The businessmen of the Nation, the Nation’s 
advertisers, and the advertising media donate all the time and space 
utilized to promote the sale of savings bonds. 

I may say that is one thing that influenced me in coming up here— 
the tremendous contribution of the advertising fraternity indicating 
their faith in this program. 


MANAGEMENT IMPROVEMENT 


The Division is carrying on a continuing and intensive program of 
management improvement. ‘This has already produced a more effec- 
tive coordination of the bond sales program with the Treasury De- 
partment’s debt management policies and also better leadership in 
and improved coordination of the Division’s field and departmental 
functions. Through constant diligence in improving its procedures 
and effecting a better utilization of manpower, it will enable the 
Division to effect substantial economies. 


SALES PROGRAM FOR FISCAL YEAR 1955 


The sales program for the fiscal year 1955 has a threefold objective: 
(1) to expand the cash amount of series E and H sales; (2) to en- 
courage the owners of the approximately $11 billion E-bonds maturing 
in these 2 years to hold on to their bonds after maturity instead of 
turning them in for cash ; and (3) to continue to inform more Americans 
about the terms of the E-bond and the new current income companion, 


the H-bond. 


EXPANDING SALES OF E AND H BONDS 
PAYROLL SAVINGS MARKET 


At the close of fiscal year 1953, we estimate there were some 8,250,- 
000 persons buying E-bonds regularly where they work out of current 
income through the payroll savings plan. As compared with the pre- 
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ceding year end, there was a net gain of some three-quarters of a 
million payroll savers during 1953. 

In order to reduce administrative costs further, the Treasury has 
directed the Savings Bonds Division to aim its sales efforts toward 
encouraging people to buy bonds in larger sizes ($50 denomination 
and over) and in amounts they feel reasonably sure they can hold. 
The Division is launching immediately an educational campaign to 
encourage people to “trade up” from the $25 bond to one of larger 
size. Since the great majority of the $25 bond buyers are payroll 
savers, much of the educational effort will be directed to the firms 
operating the plan and to the payroll savers themselves. 

Furthermore, in the near future post offices will cease acting as 
issuing agents for series E-bonds. Some 700 post offices now issue 
bonds for payroll savings firms. The Division will exert every effort 
to induce these firms to assume their own issuance of bonds or have 
it done by their local banks. 

Most of those post offices have been contacted by our field force, 
and we are very, very gratified with the attitude of the banks and 
of the post offices and the companies conducting the payroll savings 
program, and the ease with which the job has been done and the 
transfer made. 

Therefore, there will be quite a readjustment period in the months 
ahead and it is conceivable that the total number of payroll savers 
may decline temporarily. If there should be any such loss, the Divi- 
sion will intensify its efforts to recoup it and, furthermore, will strive 
to increase the total number of payroll savers to 10 million by June 30, 
1955. Volunteer committees at national, regional, State and local 
levels, industrywide drives and special local promotions will spearhead 
this important effort. 


FARM MARKET 


During fiscal year 1953 good progress was made in selling savings 
bonds to the farmer. Unfortunately, we do not have the facilities for 
measuring the growth of the farm program as we do payroll savings. 
ae in spite of the decline in agricultural income, ae bonds 


sales in farm areas are currently showing sharp gains, much higher 
percentagewise than the 23 percent rate for the Nation as a whole. 
A continuous effort is being made to get the greatest possible number 
of farmers under the new savings plan for accumulating reserves for 
replacement of worn-out farm machinery. 

I might add that has been very successful and the farmers like it 
very much. 

THE INVESTOR MARKET 


During fiscal year 1953 real progress was made in selling series K- 
and H-bonds to investors. This important market is approached 
through a concentrated program built around the utilization of selected 
volunteer groups. For example, the banks are giving stronger and 
more effective cooperation to the Division’s efforts to strengthen in- 
vestor sales. 

During the last half of fiscal year 1953 significant increases occurred 
in the sales of the so-called investor denominations of E-bonds. The 
$500 and $1,000 pieces pushed ahead 29 percent and 32 percent over 
sales during the same period the year previous. This reversed a 
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3%-year downtrend, from 1949 through the first 6 months of 1952. 
Moreover, during the last half of fiscal 1953, sales of the new $10,000 
denomination E-bond more than doubled the record of the previous 
6 months. 

SCHOOL SAVINGS 


A healthy growth in this program continues. Reports on school 
savings are currently submitted on a calendar year basis. At the end 
of December 1952, there were 5 million students enrolled in schools 
with stamp days. This compared with 4 million children st the pre- 
vious yearend. 

During calendar years 1953 and 1954 we hope to expand the number 
of schools with stamp days to encompass more than 7 million students. 


ENCOURAGING OWNERS TO HOLD E-BONDS AFTER MATURITY 


The Division has been very successful in its advertising and edu- 
cational campaign to get the holders of matured E-bonds to hold-on 
to them after maturity instead of cashing them. The retention rate 
to date is 75 percent of the dollar amount matured. 

Through intensive continuation of this campaign, it is hoped that 
at least 70 percent of the approximately 156 million pieces of E-bonds 
(amounting to approximately $11 billion in dollar value) maturing 
during fiscal years 1954 and 1955 will be held for a longer period. 

To maintain the health of the economy and to keep the dollar 
sound, and stop the decline in the purchasing power of our money, 
the retention of past savings is just as important as a high level of 
savings out of current income. 


INFORMING THE[PEOPLE OF THE TERMS OF THE BONDS 


A continuous, long range educational program is necessary to 
inform more Americans of the terms of the bonds and the advantage 
of investing their savings in them. Every effort will be made through 
extensive use of radio and television, newspaper, magazine, and other 
advertising and publicity media, as well as through continuous per- 
sonal contact, to inform more people of the advantages of buying 
and holding savings bonds. 

I would like to add a little personal thought, that I have been 
tremendously impressed, first, with the type of personnel that I 
inherited in the Department. It is much above what I anticipated 
I might find. 

Secondly, I have not found anyone in the Treasury Department 
that is not earnestly and honestly striving in every way possible to 
decrease expenses. That is very sincere. 

With your permission, I would like to present a few charts showing 
the current sales and redemption trends in series E and H bonds. 
— CaNnFIELD. We will be glad to see them and have you describe 

em. 
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E AND H BOND SALES AND REDEMPTIONS 


This first chart shows the cash sales of series E and H bonds and 
the reductions for the fiscal years 1951, 1952, and 1953. The sales 
are shown in the upper half of the chart. You will note that in 1951 
and 1952 the sales were exactly the same, $3,300 million. During 
1952 the interest rate of the E bonds was increased, which makes it 
a better investment, and the H bond was introduced. 

The only major difference between H bonds and the E bonds is 
that the H bond pays the holder interest by Treasury check semi- 
annually. The 2 bonds are so nearly alike we report them as 1 in 
our total sales. We reached in 1953 total sales of $4,100 million. 

At the present time, in the fiscal year, we are running at the rate 
of $4,700 million. We are confident that we can increase that rate 
very materially. 

On the redemptions below this center line you will note that the 
unmatured E and H bonds have considerably decreased, which pleases 
us very much. In 1951 it was $4,300 million. In 1952, $3,300 mil- 
lion, and in 1953, $2,900 million. That is in face of the fact that in 
1951 the bonds that were sold during the war commenced to mature, 
and we have had over $5 billion mature at the end of 1952. On the 
matured E bonds we would expect those redemptions would increase 
because of the maturity of the bonds sold during the war. 

In 1951, $37 million were turned in. In 1952, $700 million, and in 
1953, $1,100 million, which makes a total amount for redemptions of 
$4,300 million in 1951, $4 billion in 1952, and $4 billion in 1953. 

Mr. Canrrep. Will you be good enough to see that copies of these 
charts are inserted in the record, as was nile last year? 

Mr. Sureve. I will be happy to. 

Mr. Canrtetp. I would like to ask this question: When your 
predecessor was before us last year he indicated that with respect to 
these bond sales, the sales were exceeding redemptions. What is the 
situation for these past several months? 

_ Mr. Sureve. I have a chart on that which will answer your ques- 
tion. 

Mr. Gary. When was the interest on the E-bonds changed? 

Mr. Kitpy. May 1, 1952. 

Mr. Gary. It was changed from what to what? 

Mr. Kixpy. 2.9 percent to 3 percent, and in the case of 12-year 
bonds, from 2.5 percent to 2.7 percent. 

Mr. Gary. en were the H-bonds first put on the market? 

Mr. Kuay. June 1, 1952. 


UNMATURED 
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RETENTION OF MATURED E-BONDS 


Mr. Sureve. This chart shows the progress made in getting the 
holders of the bonds to retain the bonds after maturity. In December 
1953, we had $10 million of E-bonds mature. Of that $7,500 million, 
or 75 percent have been retained, and that retention rate has been 
running almost constant for the past 2% years, which pleases us a 
great deal. We are hopeful that we will be able to increase that. As 
a matter of fact, I do not see how they can afford not to do it. At 
the end of 20 years they will have an 80 percent appreciation on the 
amount of money paid in. That is a pretty good investment when 

ou consider that it is safe and guaranteed by the United States 
vernment. 

Mr. Canrievp. Is that retention rate exceeding the Treasury’s 
estimate? 

Mr. Kixpy. That is about the way it has been running, Mr. Can- 
field, for the past 2 years. It pleases me as much as it does you, 
Mr. Shreve. If you keep them out I do not have to redeem them. 

Mr. Sureve. It saves at both ends. 

Mr. Canrretp. The Treasury is very happy over the way these 
bonds are being retained. 

Mr. Sureve. By June 1954, we estimate the bonds that have 
matured will be $13 billion, and that will mean we will expect to have 
$10 billion retained for a longer period than 10 years. 
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_ NOTE: E BONDS STARTED TO MATURE MAY 1,1951... 
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CASH VALUE OF OUTSTANDING BONDS 


This chart shows the cash value of outstanding bonds, series E 
and H, during the fiscal years 1941 through 1953. 

You will note at the end of 1945, which was about 6 weeks before 
the end of World War II, we had $29, 100 million as compared to the 
end of fiscal year 1953, $36, 100 million. The lower line shows the 
status at the end of December 1953, of $36,700 million which includes 
$7,500 million held from 1 to 2% years after the maturity of the bonds. 
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SALE OF BONDS DURING CALENDAR YEAR 1953 


Here is a chart that pleases us perhaps the most. This chart shows 
program growth in calendar year 1953 and percentage change from 
1952. In total sales we exceeded 1952 by 22 percent in both E- and H- 
bonds. The matured and unmatured redemptions amounted to only 
1 percent of the amount outstanding. When we consider over $5 
billion have become matured during that particular period, I think 
that is a remarkable performance. On the unmatured E- and H- 
bonds, you will see that they are reduced 10 percent below 1952. 


NET MARGIN 
SALES OVER REDEMPTIONS 
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The thing that pleases me—and | like to be on the right side of the 
ledger—there is a net margin of sales over redemptions of $211 million 
for the calendar year 1953. That compares to being in the hole $523 
million in 1952, which, from my point of view, records a real advance. 

Mr. CanrieLp. How about sales over redemptions during the last 
several months? Is the record, that you have just indicated for the 
calendar year 1953, being fairly well maintained. 

Mr. Sureve. Yes, I would say so. We got into a little trouble the 
latter part of October, but we have steadily increased the margin 
since that time. We are confident that we can continue to increase 
that margin as we go forward. 

Mr. Canrrevp. During the latter part of the calendar year 1953 
sales were still exceeding redemptions? 

Mr. Sureve. That is right. 


DISTINCTION BETWEEN E AND H BONDS 


Mr. James. Mr. Shreve, you have said that the E and H bonds are 
so much alike that you classify them as a group together. 

Mr. Sureve. That is right. 

Mr. James. I just cannot understand why you think that they are 
so much alike. in the first place, the E-bond is an appreciation bond. 
You pay $750 for a $1,000 bond. You get no interest on it. It 
accumulates. When you buy an H-bond you lay down the par 
value of the bond. You lay down $1,000 for a $1,000 bond. Right 
there you have a great difference in the class of investors who can 
afford to do one thing one way and cannot afford to do it another 
way. That dissimilarity is a very wide one. 

here is another dissimilarity. Not all investors can wait for 
appreciation. Another type of individual needs to have income of 
some kind. Is not there a wide difference between those two types 
of investors? 

Mr. Sureve. Of course, the H-bond is an appreciation bond, too. 
It is a combination of the two. For simplification of bookkeeping 1 
imagine that that decision was reached. For our own private infor- 
mation we do break them down but we do not put the information 
out on a public basis. 

For instance, in 1953 the sale of E-bonds was $3,906 million and 
the H-bonds $462 million. That was disappointing to us. From my 
point of view it is because people have not yet become sufficiently 

uainted with the H-bond. 

ur budget for 1954 is $4,600 million of the E-bonds and $700 
million of the H-bonds, or an increase of about 51 percent in H’s over 
our realization for 1953. So, for our own operation we do separate 
the 2, but for public consumption we only give out the 1 figure—the 
total figure of the 2. 

Mr. James. In your effort to sell these bonds to the public are your 
people trained to give an explanation of the difference between the 
two types of bonds? 

Mr. Sureve. Yes, and the American Bankers Association have a 
very aggressive, live committee this year. They have taken it upon 
themse a to spearhead H-bonds. We feel through that activity 


better information will be given to the public. For instance, I am a 
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retired man. I am not interested in E-bonds at all. Iam interested 
only in H-bonds. 

Mr. James. Would you not be interested in E-bonds if you had 
bought them 11 years ago? Would you not be interested right now 
if vou did not have to report the appreciation? 

‘Mr. Sureve. I bought my home down in Florida with E-bonds. 

Mr. James. Just picking up the statement that these two types of 
bonds are similar made me wonder whether or not it would not be 
well to have the public believe or know that they are different. I 
would think that we would want to do a job for the public that would 
show them there is a type of bond available that will fit their invest- 
ment needs. I think the H-bonds fit a need totally dissimilar to the 
need of a man who would go in for E-bonds. 

Mr. Sureve. | probably did give the wrong impression in that 
statement, because internally we break it down. We break it down 
in quotas for States and we break it down for communities. They 
are given their allotment of H-bonds as well as their allotment of 
E-bonds, which we expect them to sell. So the only place they are 
really lumped together is in the releases generally to the press. 

By the way, Mr. Chairman, we bave the official release of the 
Treasury Department on the bond situation which may be of help 
to you. We have copies here for each member of the committee. 

Mr. CanrFieip. Without objection, a copy of that will be inserted 
in the record at this point. 

(The material referred to follows:) 


The Treasury announced today that sales of Series E and H savings bonds in 
the calendar year 1953 totaled $4,368 million, to set a 7-year record for the savings 
bonds series sold only to individuals. 

Series H-bonds, essentially the same as E-bonds except that the interest is 
paid currently, have been on sale since June 1, 1952. 

The 1953 sales total for the two series compared with $3,575 million for calendar 
1952, and exceeded E-bond sales of any calendar year since 1946, when E-bond 
sales were $4,466 million. 

The E and H series are the only ones limited to individuals as buyers. 

Redemptions of unmatured Series E- and H-bonds amounted to $2,831 million 
in 1953, compared with $3,139 million in 1952. Series E and H sales in 1953 
exceeded total redemptions of these series, including both matured E-bonds and 
unmatured E- and H-bonds, by $211 million. In 1952 total redemptions had 
exceeded sales by $523 million. 

The amount of matured E-bonds turned in for cash was $1,326 million in 1953 
compared with $962 million in 1952. 

The total of E-bonds maturing in 1953 was $5,100 million approximately. 
This brought total maturities since May 1, 1951, when the first H-bonds issued 
began to come due, to approximately $10 billion. Of this total, nearly $74 
billion, or 75 percent, was being retained by the owners at the end of 1953, under 
the automatic extension option. 

Sales of Series E and H toting $381,432,000 in December were 14 percent 
above those of December 1952 and exceeded total redemptions of the 2 series 
during the month by $29 million. The total of $352,096,000 redeemed was up 
only 4 percent from the preceding December, despite increased maturities. 
Redemptions of unmatured E- and H-bonds decreased 6 percent from those of 
December 1952. 

Series E- and H-bonds outstanding at the end of 1953 were at an all-time high 
of $36,663 million cash value. 
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TYPES OF BONDS AVAILABLE FOR SALE 


Mr. James. There are no more G-bonds. 

Mr. Sureve. F- and G-bonds are out. 

Mr. James. The K-bond is supposed to take the place of the 
G-bond? 

Mr. The J- and K-bonds, 

Mr. James. It seems to me that there is a good deal of similarity 
between the J- and K-bonds and this H-bond, except that for the 
first few periods of holding an H-bond the return to the investor is less 
Maybe there is a good point in showing that you have a suit for every 
man, fat, slim, tall, and short. 


INTEREST ON E- AND H-BONDS 


Mr. Gary. Do the E- and H-bonds yield exactly the same? 

Mr. Sureve. The same. 

Mr. Gary. But the E-bond will not yield the same as an H-bond 
unless you hold it to maturity; is that correct? 

Mr. Kitsy. The end yield is the same, 3 percent over the 9 years 
and 8 months. The intermediate yields of the E- and H-bonds quite 
closely parallel. 

‘gal James. You get money in one place and appreciation in the 
other. 

REDEMPTION OF H BONDS 


Mr. Gary. Can you redeem the H-bond at any time? 

Mr. Kitsy. You can redeem the H-bond at any time, and the 
return has been fixed so that the yield within varying periods over 
the life of the two bonds is about the same. In other words, you will 
come out at the end of 2 years, or 4 years, or 7 years with about the 
same return on your investment in one as in the other. 

Mr. Canrreup. Mr. Shreve, I think that your Treasury Depart- 
ment release of January 13, 1954, just inserted into the record, is 
very impressive. It begins with the announcement: 

The Treasury announced today that sales of Series E and H Savings Bonds in 


the calendar year 1953 totaled $4,368,000,000, to set a 7-year record for the 
savings bonds series sold only to individuals. 


You close with the statement: 


Series E- and H-bonds outstanding at the end of 1953 were at an all-time high of 
$36,663,000,000 cash value. 

I take it from your presentation today that you are going to shoot 
for a new record. 

Mr. Sureve. $1 billion more in 1954. One of our facetious men in 
the Department says: ‘$1 billion more in 1954, or you are not alive 
in 1955.” 

NUMBER OF EMPLOYEES IN DIVISION 


Mr. Canrieip. Well said. How many employees do you have in 
your Division, both in Washington and in the field? 

Mr. Sureve. We have 114 in departmental here in Washington and 
79 in the distribution center in Chicago, where we process a lot of our 
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literature and distribute it from a distribution center. We have 410 
in the field, which makes a total of 603 at the moment. 

Mr. CANFIELD. In each of those categories I note in reviewing the 
hearings last year there has been a reduction in personnel. 

Mr. Sureve. Yes. We have streamlined the whole organization. 
We think we are organized now in better shape with a small force. 
Of course, this is my first experience in tackling a big sales job with 
no money. 

Mr. Caspian. Do you have employees in every State of the 
Union? 

Mr. Sureve. Yes, and the Hawaiian Islands. 

Mr. CanFreLp. Will you insert in the record at this point, as was 
done last year, a record of the States and the number of employees 
in the various States, and the obligations by object classification for 
1955 estimates. 

(The material referred to is as follows:) 


Proposed obligations by objective classification, fiscal year 1955 


Objective classification : 

01 Personal services $3, 301, 700 
Travel 350, 000 
Rents and utility services 
Printing and reproduction 
Other contractual services 
Supplies and materials 
Equipment 
Taxes and assessments 


Total proposed obligations 


Number of employees on rolls as of Dec 31, 1953 


Number of 
Field offices—Continued employees 


California (northern) 
California (southern) 
Colorado 
Connecticut 


Pennsylvania 
Rhode Island 
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Virginia 
Washington 

West Virginia 
Wisconsin 
Wyoming 
Territory of Hawaii 


Total field 
Distribution center (Chicago) --- 
Departmental (Washington) - - 


Total number of em- 
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ADVERTISING COSTS 


Mr. Canrietp. Do you have money budgeted for radio and tele- 
vision costs? 

Mr. Sureve. We have an advertising-publicity budget. Radio, 
$120,000 for 1955, which is a decrease of $5,000 over the previous year. 

Television, $54,000, which is a decrease of $1,000 over the previous 
vear. 

Eighteen thousand two hundred and forty dollars for motion pic- 
tures, which is a reduction of $6,320 over the previous year. 

Forty-seven thousand five hundred dollars for art work, which is a 
reduction of $2,500. 

All other in that particular classification, $52,810, a reduction of 
$19,630. 

Mr. Canrietp. Do I understand that the costs in connection with 
this form of advertising media results through payments for tran- 
scriptions, films, and slides and for no other service? 

Mr. McDona.p. That is for radio and television? 

Mr. CanrFieLp. Yes. 

Mr. McDonanxp. Yes. 

Mr. Canrie.p. Last year I believe you told us 38 percent of the 
Nation’s farmers owned savings bonds. 

Do you have any per centum figures at this time regarding farmers 
and other categories of our people? 

Mr. McDonatp. We do not have any more current than those 
ee you last year. I think that there will be some more current 

ata in February. 


TYPE OF EMPLOYEES IN DIVISION 


Mr. Canrietp. What type of employment do you have in the 
various States? In other words, what are your employees in the 48 
States doing with the projection of your program? 

Mr. McDona.p. We have sales promotional employees and clerical 
employees. Sales-promotional employees are responsible for con- 
tacting and working rather directly with the various volunteer groups, 
such as bankers, industrial plants, labor organizations, farm organi- 
zations and agencies, and schools and various other groups at the 
State and county levels. 

Mr. Canrie.p. Last year you told us in one of your charts that 21 
pes of the people earning less than $1,000 a year had bought 

onds. Do you have any figures at this time in that respect? 

Mr. McDonatp. No, sir; we do not. The Federal Reserve Con- 
sumer Research data will be available about February. We have no 
figures later than the ones given you last year. 


DEVELOPMENT AND PROMOTION OF SALES PROGRAM 


Mr. Canrievp. Are labor organizations cooperating with you in the 
development of, and the promotion of, your program? 

Mr. Sureve. Generally speaking, they are 100 percent. They 
have contributed very substantially to the success of the program and 
are cooperating in a very fine way. 
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TRAVEL COSTS 


Mr. Canrietp. What are you asking for your travel item this year? 
Mr. McDonatp. $350,000. 

Mr. CanrieLp. That is $10,000 less than last year? 

Mr. McDonatp. Yes. 


DISTRIBUTION OF THE PUBLIC DEBT 


Mr. Gary. Mr. Chairman, I would like to ask Mr. Kilby if he will 
put into the record the statement that is usually inserted showing 
the distribution of the public debt among the banks and insurance 
companies. 

Mr. Kixpy. I believe I have that statement with me, and I will be 
glad to put it in the record. 

Mr. Gary. I would like to have it inserted back where we were 
discussing that feature this morning. 

(The material referred to may be found on p. 161.) 

Mr. Kitsy. We will insert it at the appropriate point. 


EXPENDITURES FOR ARTWORK 


Mr. James. Mr. Shreve, I notice that you have about $47,000 for 
artwork. How do you procure that? Do you set up competition 
among art schools, or pay people, or do you buy it outright? 

Mr. McDona.p. We procure artwork on the open market through 
the task-force agencies of the advertising council. The task-force 
agencies of the advertising council donate all of our advertising. 
They prepare the copy and we pay only for the out-of-pocket costs 


for finished artwork. They do the rough layouts, the copy, then 
they in turn get their suppliers to do the finished artwork. We pay 
the actual cost to the advertising agencies for the artwork. 

Mr. Canrretp. Mr. Shreve, I desire to compliment you for accept- 
ing this call of the Government of the United States to take over this 
very important assignment. It is certainly evident to me and the 
other members of the committee that you are imbued with a high 
spirit of patriotism. Not only that, you know the value of this in- 
vestment. I like your enthusiastic approach, and I hope that we 
will be able to make that slogan real. 

Mr. Sureve. I thank you very much. 

a CANFIELD. Speaking in behalf of all the committee, I wish you 
well. 

Mr. Sureve. I would like to say that I have appeared before many 
congressional committees and this has been the most pleasant experi- 
ence that I have had. 

Mr. CanFiELp. I am very glad to hear you say that. 

Before we adjourn this meeting, I, too, want to pay a most deserving 
compliment to the Commissioner of the Public Debt, Mr. Kilby, who 
has been a most valuable Government employee for 36 years, and who 
always makes a splendid presentation before this committee. He has 
a ir onerous assignment and he, too, carries it out exceedingly 
well. 

Mr. Sureve. He is wonderful to work with, I will testify to that. 

Mr. Canrievp. Thank you, gentlemen. 
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Turspay, JANUARY 19, 1954. 


BUREAU OF NARCOTICS 


WITNESSES 


H. J. ANSLINGER, COMMISSIONER OF NARCOTICS 
G. W. CUNNINGHAM, DEPUTY COMMISSIONER 


GARTH THOMAS, BUDGET OFFICER 


SALARIES AND EXPENSES 


Amounts available for obligation 


1953 actual | 1954 estimate | 1955 estimate 
Appropriation or estimate. .............-..----..---------2.-- $2, 790, 000 $2, 790, 000 $2, 770, 000 
Reimbursements from other accounts and recovered moneys. - 45, 800 30, 000 30, 000 
Total available for obligation. _............-...-...-...- 2, 835, 871 2, 820, 000 2, 800, 000 
2, 816, 915 2, 820, 000 2, 800, 000 
Comparative transfer to ‘‘Salaries and expenses, Office of the 
2, 804, 915 2, 807, 800 2, 800, 000 


Note.—Reimbursements from non-Federal sources above are from proceeds of sale of personal property 


(40 U. 8. C, 481 (c)). 


Obligations by activities 
Description 1953 actual | 1954 estimate | 1955 estimate 
Direct Obligations 
1, Administering and enforcing the Federal narcotic and mari- 
$2, 700, 444 $2, 717, 800 $2, 710, 000 
Total direct obligations... ......-..-..-..-------.------- 2, 759, 044 2, 777, 800 2, 770, 000 
Obligations Payable Out of Reimbursements 
Reimbursements from non-Federal sources: 
3. Replacement of personal property sold 
Reimbursements from other accounts and recovered moneys: 
1. Administering and enforcing the Federal narcotic and 
45, 800 30, 000 30, 000 
Total obligations payable out of reimbursements. - - 45, 871 30, 000 30, 000 
2, 804, 915 2, 807, 800 2, 800, 000 
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Obligations by objects 


! 
a Object classification 1983 actual | 1954 estimate | 1955 estimate 
é Sum mary of Personal Services 
iy Total number of permanent positions................-........ 423 422 422 
Average number of all employees. 397 405 405 
Average salaries and grades: 
bi General schedule grades: 
4 Personal service obligations: — 
$1, 967, 514 $1, 953, 200 $1, 953, 200 
Regular pay in excess of 52-week base__............... anal 7, 588 7,900 7, 900 
8, 436 8, 700 8,7 
Total personal service 1, 983, 538 1,969,800 | 989, 800 
Direct Obligations 
000 1,965,430 1, 969, 800 1, 969, 890 
¢ 05 Rents and utility services......................-.-.....--- 2, 589 2, 520 600 
06 Printing and reproduction 9, 300 9, 300 9, 300 
000 07 Other enmtractual services... 146, 110 124, 100 124, 100 
08 Supplies and materials....... 110, 140 108, 900 108, 900 
§ 09 Equipment. .......... d 9,029 9, 000 9,000 
000 ; 13 Refunds, awards, and indemnities--................------ 13, 7 13, 500 13, 500 
5, 338 6, 100 6, 100 
Total direct 2,750,044 | 2,777,800 2, 770, 000 
n Obligations Payable Out of Reimbursements 
08 Supplies and materials: Purchase of evidence... 
wit Total obligations payable out of reimbursements... _.__. 45, 871 30, 000 30, 000 
2,804,915 | 2,807,800} 2, 800, 000 
00 
00 
500 Analysis of expenditures 
1953 actual | 1954 estimate | 1955 estimate 
: i Unliquidated obligations, start of year...........-..--.-.-- $366, 687 $261, 900 $200, 000 
00 ; Obligations ineurred during the year_._................-...--. 2, 816, 915 2, 820, 000 2, 800, 000 
ae rs 3, 183, 602 3, 081, 900 3, 000, 000 
100 uct: 
i Adjustment in obligations of prior years. 
00 Reimbursements 45, 871 30, 000 30, 000 
Obligated balance carried to certified claims account... _- 1,277 ares 
‘ Unliquidated obligations, end of year.._...._...._.-. hd 261, 900 200, 000 200, 000 
Total 2,854,904 | 2,851,900 2, 770, 000 
Expenditures are distributed as follows: a 
Qut of current authorizations. ._._...............-.....-.- 2, 534, 042 2, 595, 000 2, 575, 000 
Out OF prior 320, 952 256. 900 195, 000 


Mr. Canrietp. The committee will now come to order. We have 
before us as a witness Dr. Harry J. Anslinger, Commissioner of 
Narcotics. Dr. Anslinger, do you have a general statement that you 
wish to make at this time? 
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GENERAL STATEMENT 


Mr. Ansuincer. Mr. Chairman and distinguished members of the 
committee: 

Ihave astatement here. I will not read it; I will try to talk from it. 

(The statement referred to is as follows:) 


Mr. Chairman and gentlemen of the committee, the Bureau of Narcotics is 
responsible for the investigation, detection and prevention of violations of the 
Federal narcotic and marihuana laws, and of the Opium Poppy Control Act and 
related statutes, including the administration of the permissive features of the 
Narcotic Drugs Import and Export Act. 

The estimated appropriation to carry out the above-mentioned functions during 
the fiscal vear 1955 is $2,770,000, a slight decrease from the amount appropriated 
for the current vear. 

During the present year the Bureau has been directing its attention primarily 
to the elimination of sources of supply and to the apprehension of interstate and 
international wholesale narcotic traffickers. It has continued to receive excellent 
cooperation from local narcotic enforcement agencies where they exist, and is 
continuing to recommend the establishment of such enforcement groups to handle 
within their own localities all investigations where no obvious interstate source of 
supply is indicated. In order to maintain the progress heretofore made in the 
apprehension of interstate and international narcotic traffickers it will be necessary 
to continue investigations, surveillance and negotiations in foreign countries. 

The price of heroin, the favorite drug of most addicts, is gradually increasing, 
necessitating the expenditure by this Bureau of increasing amounts of money for 
the purchase of this drug for use as evidence. Heroin is not manufactured in the 
Vasned States; all supplies of this drug reaching the country are smuggled from 
abroad. 

On the national level the Bureau continues to be encouraged by the imposition 
of heavier penalties under Public Law 255, 82d Congress. The average sentence 
for the fiscal year 1953 was approximately 43 months, representing a decided 
increase over the average sentence imposed prior to the enactment of the afore- 
mentioned statute. 

The Bureau’s highly trained agents must continue their undercover operations 
and make repeated direct purchases of evidence until the major sources of supply 
are successfully apprehended and removed from the illicit traffic. 

The following is a list of narcotic offenders apprehended during the current 
year which summarizes the more important results achieved by Federal narcotic 
agents: 


Important Narcotic Cases JANUARY 1, 1953, TO NovemBeER 39, 1953 


FRANCE 


During the period from January 9 to 14, 1953, 7 persons were arrested by 
French police, terminating 3 undercover investigations developed by 2 United 
States narcotic agents and French police during the previous 2 months. A total 
of 4 kilogram of heroin had been purchased from these defendants. Several of 
them were convicted murderers and wholesale heroin distributors with previous 
records for narcotic violations. Some of them were also dealing in counterfeit 
United States currency. 

A United States narcotic agent on special assignment to cooperate with the 
French police in the repression of the illicit narcotic traffic, made the acquaintance 
of Ingelborg Griffel, a German woman residing in Paris who, reportedly, was 
anxious to locate prosepctive purchasers of narcotic drugs. The agent agreed to 
make a purchase and persuaded her to introduce him to her source, who was one 
Armen Nercessian, an Iranian national. When making delivery of the drugs, 
Nercessian became aware of surveillance by French police. He was induced by 
the agent to “drive down a nice, quite little street where they could pull up in 
front of the house of a friend’’ (police headquarters). Nercessian and Griffel 
were then arrested by French officers, and a valise containing 8 bottles of 250 
= of morphine each, seized. Nercessian named Nasrallah Djalai, an ex- 

ranian consul, as his source. Djalai was apprehended. Nercessian had set up 
a small clandestine laboratory in Meudon, a suburb of Paris, where 2 kilos of a sub- 
stance were found which, when refined, would yield about 1 kilo of pure morphine. 
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Apparatus and other chemicals found there indicated that the conspirators were 
planning to start in the business of converting morphine into heroin, the basic 
material being smuggled to Paris from Iran, where the morphine base had been 
converted from opium. At the time of his arrest, Nercessian had in his possession 
2 ounces of morphine (in addition to the contents of the valise). Another 2 
ounces were seized from the hotel room of Griffel. 

Some time ago this Bureau received information indicating that Milton Mez- 
zrow, dance band leader, marihuana, cocaine, and opium addict, and coauthor of 
the book Really the Blues, in which the idea that marihuana is harmful is derided, 
was on his way to Europe with his orchestra. The Bureau alerted agents abroad, 
who notified Italian and French police. On June 25, 1953, Mezzrow was arrested 
in his hotel room in Paris in possession of 110 grams of marihuana and hashish, 
by French police. 

An international narcotics smuggling ring with headquarters in Marseille, 
France, which, for some time, had been supplying large quantities of heroin to 
dealers in New York via seamen couriers, was broken on October 11, 1953, with 
simultaneous arrests of the conspirators in Marseille and New York City, and 
the seizure aboard the French liner steamship Flandre of 5 kilograms (about 11 
pounds) of unadulterated heroin. Two seamen couriers, Serge Sibille and Andre 
George Colas, both of LeHavre, France, were arrested by Federal undercover 
agents posing as customers, when they had boarded the Flandre in the port of 
New York to take delivery of the heroin, which these seamen had concealed in 
two fire extinguishers in a ladies’ lounge. Michael Anthony Migliore and Joseph 
Morello, of New York, were also arrested on charges of conspiring to bring nar- 
coties into this country. A third New Yorker, and most important of the three 
conspirators, Rosario Farulla, became a fugitive. However, on October 30, 1953, 
the New York office of the Bureau of Narcotics was informed by Farulla’s attorney 
that his client was ready to surrender. On November 4, 1953, this was accom- 
plished. In Marseille, French authorities, as soon as they had been notified of 
the successful New York operation on October 11, arrested Nicolo DiGiovanni, 
a Sicilian, hotel owner, and leader of the ring, with an accomplice, Nicolo Ortolan. 
The following day, October 12, the French police arrested another member of 
the ring, Urbain Marcel Buono. This investigation covered a period of about 
6 months. It was jointly conducted by the Surete Nationale Police in France 
with the active cooperation of United States narcotic agents stationed abroad, 
and the New York office of the United States Bureau of Narcotics. A pre- 
liminary purchase of 2 kilograms of heroin had been made by Federal undercover 
agents in August 1953 from Sibille when the Flandre was in the port of New York. 
Some of this money was found in DiGiovanni’s possession on October 11 when 
he was arrested by the French police. New York City Police and United States 
Customs officers cooperated with United States narcotic agents in the New 
York investigation and arrests. 

TRIESTE 


Giacomo Gusimeri and Ino Novel were arrested by Trieste police on May 10, 
1953, for possession of one-half a kilogram of 99 percent pure heroin. Gusimeri 
had been negotiating with an undercover United States narcotic agent (who was 
cooperating with the Trieste police in the investigation) to sell 3 kilos of heroin 
to the agent in one-half kilo installments. When Gusimeri delivered the first 
installment of one-half kilo, he was arrested. The heroin was believed to be of 
Yugoslav origin. 

ITALY 


In December 1952, Carlo Migliardi was denounced by police to the Turin, 
Italy court, prior to formal trial, fo: having illegally sold 345 kilograms of heroin 
during the previous 3 years to Egidio Calascibetta (already a subject of narcotic 
criminal proceedings at Milan, Italy, for a traffic of more than an additional 540 
kilograms of heroin). Migliardi was formerly technical director of the narcotic 
manufacturing branch of the Schiapparelli Co. of Turin, 1 of the 5 licensed narcotic 
alkaloid manufacturers in Italy. Migliardi used the device of manufacturing 
heroin in this factory, but falsifying the records to make it appear that codeine 
was being manufactured from the crude opium which the company imported on 
a license. During the month of January 1953 the opium alkaloid-manufacturing 
license of this firm was indefinitely suspended, coal its medical narcotics stock 
was to be confiscated. A supplemental investigation during the last week of 
January disclosed the theft of 50 kilograms of morphine base by Migliardi from 
the company in the summer of 1951. A United States narcotic agent stationed 
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- mee Italy actively cooperated with the Italian police in uncovering this 
situation 

A United States narcotic agent, at the request of Italian police, conducted an 
undercover investigation in Rome ae the month of June 1953 which resulted 
in the arrests by the police, of Mohamed Ramadan El-Danguir, alias El-Dankir, 
French citizen, and resident of Cairo, 3 Italian accomplices, and the seizure of 
20% kilos of hashish, 1 kilo of morphine base, 1 ounce of cocaine, 2 small samples 
of crude opium, $900 in stolen American Express travelers’ checks, a $10 counter- 
feit note, a $20 counterfeit note, and 1% million Italian lire. The narcotics were 
smuggled from Beirut, Lebanon, to Italy via Tripoli aboard an Egyptian vessel, 
about June 1, 1953. The hashish was concealed inside 5 gallon tins of Lebanese 
hard candy. The morphine base was hidden in a wooden box of dried candied 
fruits. An additional 24 kilos of hashish were seized at Genoa by the Rome 
— on June 18, 1953, and a seaman accomplice of El-Danguir was arrested. 

his group had only been operating for about a month and was about to begin 
smuggling the contraband to the United States. El-Danguir had intended setting 
up a clandestine factory in Italy for the manufacture of heroin to be smuggled into 
the United States. 

ECUADOR 


In February 1953 the Bureau of Narcotics sent a narcotic supervisor to Ecuador 
to assist local authorities in narcotic investigations. As a result of his efforts, on 
March 20 and 21, several narcotic traffickers were arrested, and a clandestine 
factory and a quantity of narcotic drugs were seized. The narcotics manufac- 
tured in this factory were destined for the United States. 


ALASKA 


Convicted on 4 counts of violating Federal narcotic laws at Anchorage, Alaska, 
Edgar A. Lewis was sentenced, on January 27, 1953, to serve a total of 17 years in 
prison. This was his second conviction on narcotic charges. He had long been 
engaged in the illicit narcotic traffic in California and Illinois, and had become an 
important distributor of illicit heroin and marihuana in the Territory of Alaska. 


HAWAIL 


On January 27, 19538, William Lee Knight was arrested in Oahu Prison in 
Honolulu, as the sender of a parcel which he had mailed about 10:30 a. m. on 
January 23, 1953, containing 3,796.52 grains (over 8 ounces) of heroin to his wife 
Carrie Knight, in San Francisco. Knight had been convicted on a previous 
narcotic charge, and had been sentenced, on January 23, 1953, to 5 years in 
prison, which he was serving in Oahu Prison in Honolulu. His wife was also, at 
the time, a defendant in a narcotic case in San Francisco. 


UNITED STATES 


NEW YORK 


On February 9, 1953, Federal narcotic agents and members of the New York 
City Police narcotics squad arrested Anthony Charles Ricco and Charles Indi- 
viglia at an apartment in East Harlem and seized approximately 103 ounces of 
heroin and 5 ounces of cocaine in a cache there. Also found in the apartment 
were glassine envelopes, stapling machines, scales, strainers, sifters, and other 
paraphernalia used in cutting and packaging heroin. Ricco, at the time, was out 
on bail in two other narcotic cases. Indiviglia had a previous 18 months’ con- 
viction in connection with a violation of Federal narcotic laws. The arrests and 
seizures were the result of intensive surveillance of the two violators which finally 
led the officers to the plant where the contraband was concealed. 

After 11 months of intensive investigation by Federal narcotic agents, Jean 
Laget, Hugo Rossi, Andrew Alberti, and a Sauzet were taken into custody 
on April 23, 1953, immediately after Laget, Sauzet, and Rossi had participated 
in the sale of one kilo of pure heroin to undercover agents. These men are in 
the top echelon of the illicit narcotic traffic, and Laget is considered one of the 
4 or 5 most important dealers in the country. Laget’s organization had direct 
connections with clandestine heroin laboratories in France. During the course 
of the investigation narcotic agents purchased from this group over 8 pounds of 
heroin and 2 pounds of opium. When the arrests were made, two alien seamen, 
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who were in this country illegally, were also apprehended. Laget, Rossi, Alberti,. 
and Sauzet have been indicted. 

On April 21, 1953, George Salas Silva, crew member of the SS. United States, 
and Bernard V. Schuman, a harbormaster employed by the United States Lines, 
were arrested in the Times Square area and charged with possession of approxi- 
mately 33 ounces of high quality heroin which they had smuggled ashore. The 
investigation was initiated by Federal narcotic agents; United States customs 
agents and members of the narcotic squad of the New York City Police cooperated. 
Both defendants have been indicted. 

Early in May 1953 narcotic agents heard that Salvatore Lizzio, notorious 
narcotic trafficker, had a large quantity of heroin hidden in an East Harlem 
apartment. Subsequent investigation established the location of the cache. 
On May 5, narcotic agents accompanied by New York City detectives entered 
the apartment where the narcotic drugs were stored and found Leo Lizzio, father 
of Salvatore, present. Forty ounces of heroin, together with mixing, adulterating 
and packaging material were seized, and Leo Lizzio was arrested. He stated 
that he was being paid $25 a week by his son for maintaining the cache, and that 
his son had promised to come forward and accept ownership of the drugs if the 
father should ever be arrested. Salvatore, however, has not come forward. 
He is a defendant in a case now pending, involving sales of heroin. 

On May 8, 1953, Angelo Paccione was arrested after he had delivered 10 ounces 
of heroin to a Federal narcotic agent who was posing as a bona fide customer. 
Also implicated were Anthony Musarra and Nicholas Constantino, who were 
apprehended the following day. Aw the time, these two men were at liberty on 
bonds of $10,000 each in a New York State narcotic case pending against them 

On June 5, 1953, narcotic agents arrested Jose Jesus Torres in ‘Nox York City 
and seized approximately 145 pounds of marihuana which he had just transported 
from Laredo, Tex. Investigation revealed that Torres was one of the major 
wholesale distributors of marihuana in the United States. His source of supply 
is one of the largest marihuana dealers in Mexico, according to Torres’ statements. 

In the last week of July 1953 Frank Madonna, who had been a very important 
interstate narcotics trafficker, was arrested by New York City police and his 
“plant” seized with about 49 ounces of heroin. Narcotic agents cooperated with 
the police in making this investigation. Madonna’s supplier, Ercole Ercolano, 
considered a top distributor of illicit narcotic drugs, was arrested by narcotic 
agents at his apartment while he was processing heroin for the market. Six 
pounds of heroin were seized, together with paraphernalia used in diluting and 
packaging the heroin. In the last 2 years narcotic agents had arrested runners 
employed by Ercolano and had seized quantities of narcotics owned by him, but 
he had successfully evaded apprehension. 

On September 29, 1953, narcotic agents arrested Augusto A. Coen, alias Gus 
Levine, after he had made four sales of heroin totaling 20 ounces to an undercover 
narcotic agent. Coen, a full-time bartender at Sugar Ray Robinson’s bar in 
Harlem, admitted that he was the source of supply for narcotic violators in 
Pittsburgh, Pa., and Detroit, Mich. Coen had negotiated the sales of heroin 
while tending bar, although the deliveries did not take place there. 

On the evening of October 22, 1953, two narcotic agents were cruising in the 
Spanish Harlem area in search of a fugitive. Observing William Angelet, national 
list No. 7, standing in front of a bar, the agents stopped to question him about 
the fugitive. William shouted for his brother Tony, who came running out of 
the bar. Both men attacked the agents without provocation, with feet and fists 
and a switch-blade knife. The Angelets were arrested for assault. 


- @9t 


NEW YORK-WASHINGTON, D. C. 


On October 21, 1953, Federal narcotic agents arrested Frank DiGiovanni, alias 
Frank Merlo, of Temple Hills, Md., in possession of 3 ounces of high-grade heroin 
and a quantity of capsules, shortly after he had alighted from a New York train 
in Washington, D. C. Also arrested was John A. Crumpton, who had met 
DiGiovanni at the station. The latter had been making 2 or 3 trips a week to 
New York City to pick up supplies of heroin. Upon returning to Washington, 
he would deliver 200 or 300 capsules of heroin to Seams ton, who peddled them 
to addicts on various street corners. DiGiovanni has Sovran narcotic con- 
victions, 1 in 1939 and 1 in 1944 in New York. 

A 21-year-old New Yorker, Mario Fulva Renato Colucci, carrying an attractive 
candy box containing approximately 23 ounces of high-grade heroin intendéd for 
delivery to an undercover Federal narcotic agent posing as a buyer, was arrested 
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shortly after he had arrived in Washington, D. C., by plane from New York City, 
on October 6, 1953. He had been a main source of supply of several large narcotic 
peddlers recently arrested in Washington. 


NEW YORK-CANADA 


On November 22, 1953, after 3 months of investigation conducted by the New 
York office of the Bureau of Narcotics, with the cooperation of the Royal Canadian 
Mounted Police, narcotic agents arrested, in Jersey City, N. J., Camille Berberi, 
of St. Georges de Beauce, Canada, Marcel I heaume, of Jackman, Maine, and 
Salvatore Merola, Joseph Faleetano, Angelo Monteldo, and Teddy Rivetuolli, of 
Newark, N. J. An ounce of heroin was seized from Berberi, and an ounce of 
heroin was seized from Kivetuolli. The source of the heroin was Canada. 


MICHIGAN 


An interstate investigation ended on April 4, 1953 at the Willow Run Airport 
in Detroit, with the arrest by Federal narcotic agents and Detroit police, of John 
Bovio and Alfred Cerame, in possession of 42 ounces of heroin which they had 
brought from New York to sell to a purported purchaser. The case started with 
the arrest, by Detroit police, of James Ewiig on April 1, 1953, in possession of 
6 ounces of heroin. The New York dealers were his source of supply. The New 
York office of the Bureau of Narcotics was at once notified of the arrests at Detroit 
of Bovio and Cerame; thereupon the New York narcotic agents apprehended 
Frank Mojeda who, with Bovio, was considered a orincipal in the interstate 
operation. 
OHIO 


An intensive 6-month investigation by Federal narcotic agents was concluded 
in June 1953 with the arrests of major distributors of illicit narcotics at Cleveland, 
Ohio, including Sylvester (Studo) Papalardo, the known principal of a group of 
Italian peddlers against whom convictions were secured in Cleveland during the 
vear. Papalardo was an extremely cautious operator, who always transacted his 
business through trusted lieutenants, so that it was very difficult to make a case 
onhim. Papalardo’s top front man, Patsy Lavelle, was arrested at the same time. 
These dealers had been sources of supply for peddlers in other Ohio cities. During 
the investigation, arrests had been made in Detroit and the Cincinnati-Dayton 
area. It had previously been noted that the focal point of distribution of narcotic 
drugs in that district had shifted from Detroit to Cleveland, and the Bureau of 
Narcotics had augmented its force of narcotic agents in Cleveland to meet the 
situation. 

On August 14, 1953, Papalardo and Lavelle were found guilty on all counts 
against them, after a 5-day trial in Federal court. Papalardo was sentenced to 
serve a total of 15 years in prison and pay an $8,000 fine. Lavelle’s aggregate 
sentence was 13 years’ imprisonment and a fine of $400. The presiding judge 
denied both defendants an appeal bond. 

On October 23, 1953, Federal narcotic agents, assisted by Cleveland police, 
arrested James Mandanici, alias Baldy Menage, in possession of approximately 
45 ounces of heroin. Mandanici is a major distributor and a member of one of 
the most important groups operating in the Cleveland area. This group appears 
to purchase its supply of narcotics from a source in Buffalo. The investigation 
is continuing. 

CALIFORNIA 


On March 29, 1953, at Los Angeles, Matthew Carlton, important wholesaler of 
narcotic drugs, was arrested by Federal narcotic agents assisted by local police, 
and approximately 224% ounces of heroin were seized. At the time of his arrest 
Carlton was awaiting trial on two charges of violating the California State narcotic 
law. The current case will be tried in Federal court. Two brothers of the de- 
fendant have been involved in narcotic cases. and one of them is now serving a 
sentence of 5 years. 

On April 9, 1953, Federal narcotic agents assisted-by two San Francisco police 
inspectors, arrested Charles Vincent Cherrito and his common-law wife, Peggy 
Green, at their residence, and seized approximately 7 ounces of high-grade heroin 
hidden among kitchen linens in a drawer. Cherrito was an important whole- 
saler of narcotics who had come to San Francisco about 14% years previously from 
Kansas City, where he had a police record of 45 arrests on various charges. He 
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was a source of supply for Joseph Lazzeri, who was also arrested. Narcotic 
agents had previously made 4 one-ounce purchases of heroin from Lazzeri, who 
had 3 prior convictions on narcotic charges. 

On the night of May 30, 1953, Federal narcotic agents and local police arrested 
Sum Mee Ong, Chinese seaman, at San Francisco and seized 8 ounces of heroin 
from him. He had a previous narcotic conviction and was considered an impor- 
tant source of supply for the Chinese section of San Francisco. 

On August 9, 1953, Federal narcotic agents arrested David Raskin and his 
wife Joyce after several sizable purchases of heroin had been made from them 
by an undercover narcotic agent. The Raskins were distributors for a New York 
group of Italians, who usually shipped the orders of heroin by air parcel post to 
San Francisco. The Raskins were arrested at their residence just after a parcel 
post package containing 9 ounces of heroin had been delivered to them. The 
package was postmarked New York City, August 8, 1953. In addition to seizing 
the 9 ounces of heroin in the package, agents confiscated another 9 ounces found 
in the house. In the meantime, it had been determined that one of the New 
York dealers, Carmine Taglialatella (Tagliatella) was in San Francisco negotiating 
with Raskin. He was placed under arrest. Arrested with him was Marian 
Salerno, common-law wife of his brother Vincent Taglialetella (Tagliatella). 
The latter is currently serving a sentence in the San Francisco county jail as a 
result of his conviction for possession of 8 ounces of heroin. 


TEXAS 


Culminating extended investigations by Federal narcotic agents, arrests were 
made over a period of several days during January 1953 in Texas. At Lubbock, 
Eugene A. Rodriguez, Burford William Hall, Robert L. Hagan, Serina Lucero and 
Rachel Valdez, all of whom had been selling heroin of high quality which had 
been smuggled from Mexico, were arrested. Raymond Brown, J. D. Taylor, and 
“ril Louise Davis, involved in sales of dilaudid and morphine sulphate which 
Taylor had obtained by burglarizing drug stores, were arrested. Alfonso Lopez, 
alias ‘The Fox,”’ and Eulalio Garcia Herrera were arrested for sales of marihuana 
cigarettes and bulk marihuana. At Dangerfield, Tex., Lewis Hershel Noble, 
Joe Russell Wyatt, and J. T. Cloninger were arrested for sales of morphine and 
high quality heroin which had been smuggled from Tijuana, Mexico. 

For several years the Trevino brothers of Nuevo Laredo, Mexico, have been 
major sources of supply for narcotics and marihuana. Through joint efforts of 
Federal narcotic agents stationed in Texas and the United States Treasury 
representative in Mexico City, it was possible to introduce a Mexican narcotic 
officer to Alfonso Trevino Ramos, alias ‘‘Pancho,’’ and on February 13, 1953, the 
Mexican narcotic officer purchased 10 grams of heroin from Trevino, who was 
immediately arrested and jailed. 

On March 24, 1953, after several months of investigation, John Ellis Sutton and 
several other persons were arrested at Houston, Tex. Sutton had been transport- 
ing large quantities of marihuana to New Vork for sale, and returning to Houston 
with heroin. 

On June 14, 1953 Enrique Trevino was arrested at Nuevo Laredo, Mexico, by 
Mexican officers in cooperation with a United States narcotic agent of the San 
Antonio office and the United States Treasury representative stationed in Mexico 
City, after this well-known violator had made a sale of heroin to a special employee 
furnished by the United States narcotic agent. Enrique Trevino was placed in 
prison in Nuevo Laredo. 

As a result of purchases of marihuana made by narcotic agents from marihuana- 
using musicians in New York City, it was learned that Faustino DeLeon Garcia, 
alias Frank Garcia, and his common-law wife Consuela Dumas Garcia, alias 
Connie Garcia, had been shipping large quantities of marihuana to wholesalers 
in New York City from Lubbock, Tex.; that the New York dealers, when ordering, 
would mail a book to the Garcias with the order and money concealed in it, and 
upon its receipt the Garcias would have the marihuana shipped to New York in 
baggage. ‘The information was forwarded to the narcotic distriet supervisor in 
Houston, Tex. Narcotic agents kept the Garcias under surveillance. On July 
8, 1953, a taxicab, occupied by Foster Rowland, was seen to arrive at the Garcia 
home in Lubbock, where a footlocker and suitcase were placed in it. ‘Vhe taxi 
was trailed to the Sante Fe railroad station where Rowland purchased a ticket to 
New York. He was then arrested and the baggage, which contained 63 pounds 
of marihuana, was seized. The Garcias were also placed under arrest. In their 
home was found a book in which $1,200 had been concealed and airmailed to them 
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from New York to pay for the marihuana. Narcotic agents in New York had 
witnessed a special employee place the money and the note ordering the mari- 
huana in the book and mail it on June 24, 1953. The Texas narcotic agents were 
notified that the package containing the book was on the way, and they were able 
to observe the Garcias drive up to the post office at Idalou, Tex., where Consuela 
went inside and aecepted delivery of it on June 26, 1953. 

On July 12, 1953, Federal narcotic agents and customs officers arrested Leocardio 
Rivas Herrera and his wife at Corpus Christi, Tex., after they had delivered 60 
pounds of marihuana to a narcotic agent posing as a customer. 

After several 1-pound purchases of marihuana had been made from them, 
Louis Chabolla, alias Lee Baldivia, Carlota Baldivia Chabolla and Dolores 
Chabolla were arrested on August 20, 1953, by Federal narcotic agents and local 
police officers at Houston, Tex. Approximately 119 pounds of marihuana were 
seized. These persons were large dealers in marihuana, obtaining their supply 
from Mexico. The narcotic district supervisor reported that the marihuana 
seized from them appeared to be from the new Mexican crop. 


PENNSYLVANIA 


On March 18, 1953, at Philadelphia, 117 narcotic traffickers were arrested, 
Federal narcotic agents working undercover had made purchases from each of 
these defendants. The investigations and arrests were made in cooperation with 
local and State police, Customs agents, Secret Service agents, and Alcohol and 
Tobacco Tax Division agents. 

Climaxing months of undercover investigations by Federal narcotic agents, 
Pennsylvania State and local police officers, 57 persons in the Hill district of 
Pittsburgh were arrested in a series of raids on the night of October 14, 1953. 
Those arrested were booked either on charges of selling narcotics to undercover 
Federal agents or held in custody for questioning as suspected sellers or addicts. 
One of the most important of those arrested was Joseph Harper, considered the 
largest interstate narcotics distributor in Pittsburgh. He had been supplying 
peddlers in Detroit, Cleveland, Chicago, and other cities. 


ARIZONA 


On April 17, 1953, Paul Sutton, Charles Pacheco and his son, Marcus Pacheco, 
were arrested at Phoenix by Federal narcotic agents assisted by Arizona State 
officers and Phoenix police officers, at which time a large quantity of smoking 
opium was seized. A narcotic agent working undercover had obtained a sample 
5-tael can of smoking opium from Sutton and after further negotiations, Sutton 
delivered 50 5-tael cans of smoking opium, whereupon he was placed under 
arrest. The —— of a tavern operated by Sutton and Charles Pacheco were 


then searched by investigating officers. Seven additional 5-tael smoking opium 
cans were found and seized. Four of the cans were filled, two were partially 
filled, and one was empty. Charles and Marcus Pacheco were arrested on the 
premises. At the residence of Sutton an additional 5-tael can of smoking opium 
was seized, and an aluminum pan containing approximately one 5-tael can of 
smoking opium. Sutton stated at the time of his arrest that he had smuggled 
the opium into the United States at Nogales, Ariz., from Mexico, in a suitcase 
on the back seat of his automobile. Charles Pacheco had been a suspect of con- 
siderable importance for some time, since he was known to have been closely 
associated with such important violators as Ray and Arturo Leyvas and Arnold 
Enriquez. 
ILLINOIS 


About the first of May 1953 narcotic agents began buying heroin evidence, 1 
to 3 ounces at a time, from Thomas Walker, of Chicago, Ill. Walker employed 
James Lee Haynes to make deliveries. Investigation disclosed that Peter 
Skarpho and Jack Moro were the sources of supply. A purchase of heroin was 
made from Skarpho by an undercover narcotic agent. he four men were ar- 
rested on May 13. Four ounces of heroin were seized from Haynes, 6% ounces 
from Skarpho, and 7 ounces from Moro. 

After narcotic agents had made four 1-ounce purchases of heroin from Edward J. 
O’Brien and Robert O’Connor, the two were arrested. At the time, 2 ounces of 
heroin were seized from O’Brien and 10% ounces were seized from the room 
occupied by the two. 
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The Chicago office of the Bureau of Narcotics received information from the 
district supervisor at Detroit, Mich., that Charles Armstrong, of Chicago, had 
been soliciting customers for heroin in Detroit. Arrangements were made for an 
undercover narcotic agent from Detroit to purchase a quantity of heroin from 
Armstrong in Chicago, after Armstrong had refused to make the delivery ‘in 
Detroit. Armstrong agreed to deliver seven ounces to the agent’s hotel room, 
and then take the agent to the airport where the heroin would be shipped by air 
express to Detroit in a traveling bag furnished by Armstrong. On the way to 
the airport their car was stopped, and Armstrong was arrested, together with a 
companion, Willard Jones, who was his employer. Nine ounces of heroin (which 
had been supplied by Jones) and a loaded .38 caliber pistol were seized. Both 
men were indicted by a Federal grand jury. 


NEW JERSEY 


On September 17, 1953, Emil Frank, gas station operator of Elizabeth, N. J., 
was arrested by narcotic agents and charged with the illegal sale of narcotics. 
Frank was reputed to be New Jersey’s largest dealer in illicit narcotic drugs. 
He had previously been arrested for car theft and diamond smuggling. 

The Federal Bureau of Narcotics, in cooperation with the Atlantic City Police 
Department, the sheriff of Atlantic County, and the New Jersey State Police, 
conducted an undercover investigation in Atlantic City, N. J., over a period of 
45 days. Violations of Federal and State narcotic laws were involved. The 
investigation terminated on August 29, 1953, when 52 persons were arrested. 
Thirteen of them were prosecuted in Federal courts, and 39 in the Atlantic County 
State court. One of those prosecuted in Federal court received a term of 744 
years in prison. 

WASHINGTON, D. C. 


On September 17, 1953, narcotic agents arrested Thomas J. Carswell, who was 
charged with the illicit sale of narcotics. On September 23, 1953, narcotic agents 
also apprehended Leroy Looper and Christine Thomas, both of Washington 

C., who were charged with the illicit sale of narcotics. They had obtained 
their supply of narcotics from Carswell. 


SAN FRANCISCO, CALIF. 


On December 17, 1953, in San Francisco, Cahf., narcotic agents and San 
Francisco police officers seized two ornately carved Chinese camphorwood chests, 
and arrested Wing Dee Joe, former chief cook of the steamship President Cleveland. 
A hollow space was found between the inside and outside walls of the ends of the 
chests, and 15 ounces, 410 grains of pure heroin were found. More than 4 ounces 
of adulterated heroin was found in the room occupied by Wing Dee Joe. Investi- 
gation revealed that the chests had been taken off the steamship President Cleve- 
land on December 17, 1953, by Louis Gim Hang, a wellknown violator, who was 
employed aboard the vessel as a scullion. Louis Gim Hang was taken into 
custody, and he admitted that he brought the chests from Hong Kong. Customs 
agents cooperated in the investigation. 

A chart is attached indicating the number of persons under 21 years of age 
admitted to the United States Public Health Service hospitals at Lexington, Ky., 
- rt Worth, Tex., during the period from January 1, 1947, through October 

1, 1953. 

Also attached is a summary of narcotic offenders under 21 years of age in 64 
principal cities in the United States, arranged alphabetically by States, showing 
comparative concentration, for the years 1951 and 1952. 

The amount of $2,770,000 requested for the fiscal year 1955 is the minimum 
with which the Bureau can continue its enforcement operations against the 
present narcotic problem and maintain and further the progress attained in 
reducing the illicit drug traffic and the resulting narcotic drug addiction. 
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Narcotic offenders under age of 21 in 64 principal cities of the United States during 
1951 and 1952 


State and city | Year | Total | Male Female 
Alabama: 1951 | 0 
1952 
1952 49 36 13 { 
California: 
1952 5 3 2 
1952 
1952 164 41 
1952 38 30 8 i 
1952 16 15 1 
1952 ll 7 4 
4 
District of Columbia 35 26 9 q 
39 29 10 q 
5 4 1 
909 781 128 
| 19&2 | 2 1 1 
| 1952 0 
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Narcotic offenders under age of 21 in 64 principal cities of the United States during 
1951 and 1952—Continued 


State and city Female 


Kentucky: 
Lexington 


Louisiana: New Orleans 


Maryland: Baltimore_______- 


Massachusetts: 


~ 


Minnesota: Minneapolis_- 


wn 


Mississippi: Jackson. __ 


Missouri: 
Kansas City 


Montana: Helena 


Nebraska: Omaha_- 


Nevada: Las Vegas 


oon 


New Hampshire: Manchester__. 
New Jersey: Newark 
New Mexico: Albuquerque 


New York: 
Buffalo 


| 


North Carolina: 
Charlotte 


Cleveland 
Oklahoma: Oklahoma City 

Oregon: Portland 


Pennsylvania: 
Harrisburg 


Philadelphia 
Rhode Island: Providence 


1 
1952 0 
: 1952 0 
1952 
1952 133 113 
: 1951 0 : 
1952 0 : 
i ----] 1951 43 31 
: 1952 29 22 
1952 5 5 
‘ -----| 1951 264 216 
1952 2: 
1951 
i 3 1952 
i 1951 
| | | 1952 
| 1952 0 
| 1952 | 1 0 
| 1952 7 
1952 
1952 59 53 6 
1952 18 17 1 
; 1952 5 2 3 
| 1952 | 748 627 121 
| 
‘ Ohio: 
| 3 3 0 
1 | 1952 | 2B 1 
| 1952 | @ 
3 1952 | 7 4 3 
| 1952 
| 1952 2 | 2 | 
| | 1952 60 50 | 
20 13 | 
| 1952 | 8 | 
South Carolina: 1951 | 2 0 | 2 
| 1952 0 | 
f 1952 | 
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Narcotic offenders under age of 21 in 64 principal cities of the United States during 
1951 and 1952—Continued 


State and city Year| Total Male Female 
Texas: 
1952 39 21 
1951 126 117 9 
1952 72 68 4 
1952 101 92 9 
1952 2 1 1 
1952 
1952 26 17 9 
1952 41 28 13 
1952 
1952 3, 616 12,445 1517 
U. 8. Public Health Service Hospital at Lexington, Ky--...-.-.... 1951 1 44 
1952 211 185 26 


1 Except Los Angeles and Sacramento. 
IMPORTANT NARCOTIC CASES 


Mr. Ansiincer. We have been directing our attention, primarily, 
during the year to eliminating the sources of supply in international, 
national, and the wholesale traffic. Our efforts have been directed 
primarily at sources and we have been letting the local and State 
officials try to handle the street work, the addicts, and the more or 
less petty traffic. 

We have had a pretty rough year, as you probably can see from some 
of these cases. These are just important narcotic cases from January 
to November which I have included here. I will just bring out some 
of the larger ones which we have broken. 


FRANCE 


There is this case involving the seizure aboard the French Lines 
steamship Flandre of 5 kilograms of unadulterated heroin. It took 
many months of surveillance of a fellow named Farulla. He was one 
of the top smugglers and distributors in New York and we just never 
were able to catch up with him until we got in with the mob and we 
sent men over to France, and while the French worked on the Marseille 
end of it, the factory end of it, we did a lot of surveillance and we 
finally closed in on this mob at the same time that the French closed 
in on the Marseille end of it. 

There is another case in France where a fellow named Jean Laget 
got into this country unlawfully, and after months of surveillance and 
the purchase of large quantities from Laget we got into the mob. It 
was an international smuggling and distributing case. Laget is 
wanted for murder in France. 
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CLEVELAND 


There were a number of other important international cases, but 
one of the national cases involved some of the top racketeers in Cleve- 
land, headed by Papalardo, a rather dangerous crowd. We appre- 
hended those follows in June. 


MEXICO 


On the Mexican border we helped the Mexicans apprehend the 
Trevino brothers of Nuevo Laredo, one of the main sources of supply 
for narcotics and marihuana for that entire Southwest. 


SAN FRANCISCO 


In December we seized in San Francisco some Chinese camphorwood 
chests which were so constructed that they had to be torn apart in 
order to get the hero out. They had come from Hong Kong. Off 
the record. 

(Discussion off the record.) 


NARCOTIC OFFENDERS UNDER AGE 21 


I want to call your attention to a survey we made which is part of 
the record for Senator Hendrickson’s subcommittee. I thought this 
would be of interest to the committee because we took the offenders 
under 21 years of age. These were offenders known to authorities. 
They do not all necessarily represent arrests and convictions, but they 
represent cases where the local, State, and Federal officers ‘have had 
knowledge of a narcotic offense. You will see that in 1951 we came 
up with 4,405 cases and in 1952 with 3,616 cases. Again off the record. 

(Discussion off the record.) 

Mr. AnsuincerR. There are increases in some States. The increases 
took place principally west of the Rockies in southern California, in 
Arizona, I believe up in Seattle, right in the area where you ace gettin 
Communist heroin. You are also getting heroin on the east coast an 
some from Mexico. There were decreases shown in many places. 
As you will see, some States just did not show any. 


ADMISSIONS UNDER AGE 21 TO PUBLIC HEALTH SERVICE HOSPITALS 


I also have for the committee more or less a barometer, 1947-53, 
which shows the cases under 21 in United States Public Health Service 
hospitals at Lexington, Ky., and Fort Worth, Tex. This shows that 
in 1953 we were on a decline. We are on a decline nationally but in 
some places it has increased. The State authorities in New York 
think there has been a large increase, but there are no reliable figures 
to so indicate. On a national basis for 1953 we have the figures for 
under 21 and I think it is a healthy sign to see that there is a decrease. 

Mr. Canrrep. Is that chart available for the record? 

Mr. ANSLINGER. Yes, sir. 

Mr. Canrietp. It is in your prepared statement? 

Mr. AnstinceR Yes, sir. It was prepared by the United States 
Public Health Service. . 


ring 
nale 
21 
21 3 
9 
4 
4 
1 
1 4 
9 
6 
13 
750 
517 
44 
26 
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Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. ANnsLINGER. I think you will find these figures accurate because 
we have checked them with the local authorities and I believe they 
are correct. 

SOURCES OF HEROIN AND MARIHUANA 


Heroin continues to be available, mostly coming from France. 
However, the French authorities are exerting every effort to root out 
these factories and have established special squads. We are not 
getting so much from Italy this year because the Italians felt the 
weight of public opinion for the diversion from the big narcotic 
factories in Italy. 

Most of the heroin that comes from France originates in Turkey. 
Turkey just signed, in the last week, a protocol to limit the production 
of opium to medical uses, which will mean they will have to license the 
opium farmer, and the same will go for Iran, Yugoslavia, and India. 
We hope the Senate will give approval to that protocol so that the 
other nations will also ratify it. 

We are still getting some heroin from Mexico of a rather poor 
quality, but we cannot criticize the Mexican Government too much, 
because they are using planes and troops and are probably spending 
as much money as we are spending here on enforcement in order to keep 
that down. Most marihuana is coming from Mexico because it is a 
different type than is grown here, probably a little more powerful. I 
do not see that we are making too much headway on marihuana. We 
are getting about the same number of cases every year, not only in 
this country but every country. That is usually the stepping stone 
to heroin. 

As you will see from the table, there are some bright spots because 
a number of States do not have this so-called teen-age addiction prob- 
lem. Off the record. 

(Discussion off the record.) 

Mr. AnsuinGer. The situation still is rather difficult in these large 
northern cities where you have this concentration of population, and 
most of the addiction is coming out of just a few police precincts where 

ou have the lowest social and economic areas in a city, very bad 

ousing, practically no family life so to speak, and you can just pin- 
point it, in all these larger cities, in just these areas. There are some 
deviations where you get a few addicts from other walks of life, but it 
is generally confined to those low areas. 


REMEDIAL ACTION IN VARIOUS STATES 
DETROIT 


The city of Detroit has conducted what we believe to be one of the 
finest surveys on drug addiction and what can be done, and it has 
enacted good legislation. 

OHIO 


The State of Ohio has a legislative committee investigating the 
traffic, just as you Mr. Chairman had in New Jersey. 
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CALIFORNIA 


The State of California has a northern committee and a southern 
committee working under Attorney General Brown, and they are 
trying to find out the best means of approaching the traffic. However, 
in that section, off the record. 

(Discussion off the record.) 

Mr. AnsuinGer. I will say that on the whole we have found where 
heavy sentences are being meted out in accordance with the State law 
and with the Federal law, the traffic is declining. 

Mr. Canrretp. Off the record. 

(Discussion off the record.) 

Mr. Anstincer. The National Association of District Attorneys 
went on record in Denver as favoring the counterpart of the Boggs 
legislation, Federal legislation, for mandatory sentences. They 
believed, after reviewing what had taken place, that that was one 
answer. Another answer was compulsory hospitalization such as is 
provided in the bill which was passed here in the District, but which 
has not gone into effect because it needs enabling legislation so that 
they can provide facilities at Gallinger or send those addicts to 
Lexington. That will be a great thing in the District in bringing the 
traffic down, the compulsory hospitalization and making these 
fellows fugitives from the health officers. Many other cities have 
considered that type of legislation. The addicts can be picked up as 
disorderly persons in any city if they enact an ordinance. Most of 
these fellows, over 21 certainly, hav» criminal records. 


TEXAS 


In Texas for the first time in many years the Rangers are turning 
to help us. I think that is a good thing, so as to have the local people 
feel that the Federal Government should not carry this whole burden 
and that it should be Federal, local, and State responsibility rather 
than having all of the problems pushed on our doorstep, and by 
bringing about more State and local help I think the problem is 
lessening where we have that particular cooperation. 


REQUEST FOR FISCAL YEAR 1955 


Mr. Canrietp. The appropriation under this title for the current 
fiscal year was $2,790,000. The appropriation base for 1955, ar- 
rived at through reductions from the appropriation for 1954, is 
$2,770,000. The request for the fiscal year 1955 is $2,770,000, or 
$20,000 below the appropriation for the current fiscal year. An 
analysis of the items of reduction indicates two transfers totaling 
$14,120, plus a reduction in travel expenses of $5,880. 

Do you wish to explain further these items of reduction? 

Mr. Cunnincuam. The transfer of $12,200 represented the salary 
of one employee who was carried by the Bureau of Narcotics. His 
salary was changed over to the Office of the Secretary. 

The rather small amount of $1,920 represented a transfer to General 
Services Administration for rental of an office in Honolulu. And 
evidently the Budget Bureau, in order to make a round figure, cut the 
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appropriation down to $2,770,000. We will apply the balance of the 
reduction to travel, which is the only place we can apply it. 

Mr. CanrieLp. The man who left the Bureau was Mr. Harney? 

Mr. CunNINGHAM. Yes, sir. 

Mr. Canrtetp. And what is his title? 

Mr. CunNINGHAM. Assistant to the Secretary for Enforcement. It 
is comparable to what was the chief coordinator of the enforcement 
agencies within the Treasury Department. 

Mr. Canrre.p. Pages 182 and 183 down to the line “Detailed ex- 
planation of estimates by activity” will be inserted in the record at 
this there being no objection. 

(The material referred to is as follows:) 


Analysis of appropriation base for fiscal year 1955 


Regular appropriation, 1954 act.............-.-----.-..---.-.-. $2, 790, 000 
Supplemental appropriation for 1954 


Total appropriation, 19064..........-....0.4..4..2...6.2. 2, 790, 000 
Reductions: 
Activity No. 1, administering and enforcingt he Federal 
Appropriation base for 1956... 2, 770, 000 
Increase over appropriation base for 1955_..__....-..------------ ---------- 
Appropriation estimate for 1955_.......-...-------.------------ 2, 770, 000 
Increase or decrease from total appropriation, 1954___.._-.--.---- — 20, 000 
Comparison of appropriation base with appropriation estimate for 1955 
a base | Appropriation esti- Increase or 
r 1955 mate for 1955 decrease 
Activity Aver- Aver- Aver- 
oes. | Amount Amount Amount 
tions tions tions 
1. Administering and enforcing the Fed- 
eral narcotic and marihuana laws. - -- 398 | $2,710,000 
2. Executive direction 7 60, 000 7 
Adjustment in base (met). +1 -1 —$20, 000 
Total eperepriation 1954, and ap- 
propriation estimate for 1955___._. 406 | 2,790,000 405 | 2,720,000 -1 —20, 000 


GENERAL STATEMENT 


The Bureau of Narcotics is charged with the investigation, detection, and 
prevention of violations of the Federal narcotic and marihuana laws, and of the 
opium poppy control acts and related statutes, including the administration of 
the permissive features of the Narcotic Drugs Import and Export Act. During 1955 
the Bureau must continue the concentrated drive against the illicit drug traffic 
and consequent addiction. 


EXPLANATION OF LANGUAGE CHANGES 
No substantive language changes are contemplated for fiscal year 1955. 
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ANALYSIS OF APPROPRIATION BASE 


All reductions or additions to arrive at the appropriation base for the fiscal year 
1955 apply to the activity “Administering and enforcing the Federal narcotic and 
marihuana laws.” 


Reductions: 
Position of Technical Assistant to the Secretary, Enforcement, 
transferred to Office of the Secretary...............------- 12, 200 
Rent at Honolulu transferred to GSA___________---___----_- 1, 920 
Appropriation base for 1955._.-.-..-....----------------------- 2, 770, 000 


DETAILED EXPLANATION OF ESTIMATES BY ACTIVITY 


Mr. CanFiELp. Page 183, from the line “Detailed Explanation of 
Estimates by Activity” through page 189 to the line ‘Executive 
Direction” will be inserted in the record at this point, there being no 
objection. 

(The material referred to is as follows:) 


DETAILED EXPLANATION OF EsTIMATES BY ACTIVITY 


Administering and enforcing the Federal narcotic and marihuana laws 


The activities of the Bureau continue at the same high level due to the illicit 
traffic in narcotics. The situation demands the continuation of the expanded 
enforcement activities to restrict the source of supply on an international, 
national, and local level. 

Illicit traffic today continues to be dominated by criminals exercising every 
opportunity to reap profits from this lucrative traffic. The rarcotic field force, 
by increasing the apprehension of some of the major illicit drug traffickers, 
together with the sentences imposed under Public Law 255, 82d Congress, pro- 
viding mandatory sentences for second and third offenders in narcotic cases, is 
forcing some of the big racketeers to seek other fields of operation. However, 
this does not eliminate the need for constant surveillance by narcotic field officers 
in order to eliminate major sources of supply, where possible. 

Investigations, surveillance, and negotiations must be continued in foreign 
countries, in order to restrict the supply on an international level prior to its 
entrance into this country. In recent years the Bureau has been able to achieve 
some success in partially restricting the supply on an international level, through 
the cooperation of the Turkish, Italian, and Peruvian countries. Heroin, the 
favored drug of most addicts, is not manufactured in this country and therefore 
the sources of supply originate from foreign countries. In order to continue the 

rogress made in the apprehension of international and interstate traffickers, it 
is necessary that investigations, surveillance, and negotiations be maintained in 
foreign countries. 

On a national level our specially trained agents must continue the methods 
of undercover operations, making repeated direct purchases of evidence until 
the main sources of supply are successfully apprehended and withdrawn from 
the trade. The workload of the Bureau continues to be heavy. Agents work an 
average of more than 50 hours a week. Each of the numerous leads or complaints 
received for investigation must be fully evaluated because any one of them may 
furnish the lead to develop a major violation case. 

Cooperation with State and local organizations is being given in every instance 
to the limit of the available personnel. The Bureau is continuing its efforts to 
encourage the establishment of State and local narcotic enforcement squads and 
to have the local or State organizations handle, within their own localities, the 
investigations where there is no obvious interstate source of supply indicated. 
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Splendid cooperation is received from such State and local enforcement units 
which have already been established. 

The Bureau must continue to cooperate with the national defense efforts in 
rendering assistance to the military when requested in coping with the narcotic 
traffic in and near our camps, for problems incidental to the drafting of addicts; 
and in situations where addiction is falsely advanced as a reason to escape the 
draft. The National Resources Board has given the Bureau of Narcotics com- 
plete control of national supplies of narcotic drugs for civil defense and relies on 
the Bureau’s judgment as to adequate amounts, safe storage, and availability for 
immediate distribution to disaster points. 

The statistics on the following pages reflect the workload imposed and that ac- 
complished during the fiscal year 1953. 


Comparative statement of caseload 


Actual, | Actual, | Actual, | Estimate,| Estimate, 
1951 1952 1953 1954 1955 
Cases pending for investigation at beginning of fiscal 
5, 766 11, 489 11, 805 8, 225 8, 725 
Complaints received for investigation... .__________- 43, 811 46, 203 46, 857 50, 500 50, 500 
Total known caseload... .................-..-- 49, 577 57, 692 58, 662 58, 725 59, 225 
Cases completed for 5,305| 4,281] 3,964 | 5,000. 5, 000 
Investigations completed showing minor or no vicla- 
32, 783 41, 606 46, 473 45, 000 45, 000 
38,088 | 45,887 | 50,437 50,000 | 000 
Cases pending for investigation at close of fiscal year..| 11, 489 11,805 | 8, 225 8, 725 9, 225 


Distribution of pending investigations July 1, 1953 


Number 
of pending 
investiga- 

District No. and location of headquarters tions 
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Detail of caseload for 1953 


Cases pending for investigation at beginning of fiscal year_______._---_ 11, 805 


Complaints received for investigation during fiseal year 1953__________- 46, 857 
Investigations completed for prosecution ____-_-_-------------------- 3, 964 
Investigations closed by letter reports_-----.-_-...------------------ 33, 599 
Inspections made showing no violations. 4, 586 
Inspections made showing only minor violations and closed by letter 
Investigations of thefts from legitimate stocks____._______--__-_---_-- 702 
Cases in which assistance was rendered to local authorities, ete_____- -. 4,941 
Investigations involving military personnel____-_--__-------_--.------ 1, 066 
Total investigations disposed of during 1953___-_-___---------- 50, 437 
Cases pending for investigation on July 1, 19538___.___-_-_------------ 8, 225 


Comparative statement of cases completed for prosecution 


Registered persons Unregistered persons Total persons 
Fiscal year — 
Narcotics | Marihuana} Narcotics | Marihuana! Narcotics | Marihuana 

kesnecocbewowwseus 345 1 3, 048 1, 586 3, 393 1, 587 4, 980 
4, 103 1, 752 4,411 1, 752 6, 163 

274 1 3, 685 1, 345 3, 959 1, 346 5, 305 
2, 968 1,049 3, 232 1, 049 4, 281 
2, 487 1, 216 2, 748 1, 216 3, 964 


Cases completed for prosecution, fiscal year 1953, by States 


| 
Nareoties | Marihuana | Narcoties |Marihuana 
| | 
Arkansas 15 4 New Mexioo. .-.....-..-.-- 4 49 
California 247 466 75 
12 77 || North 28 9 
3 17 4 North 3 
3 1} 185 33 
District of Columbia 46 50 19 
Washington. 50 | 50 
4 2 || West Virginia. .........-.- 7 
40 8 || Wisconsin. 18 4 
Mississippi... on 2, 748 | 1, 216 
Missouri__...... 10 
10 1 | | 
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Registered persons 


Narcotics | Marihuana 


163 
24 
04 
4 


Fines im- Vehicles 
posed seized 


119.96 percent increase, 
2 21.8 percent increase. 
3 32.93 percent increase. 


Number of seizures and purchases, fiscal years 1949 through 1953 


Ports and borders 


Marihuana 


Marihuana Eradication 


Acres 


2| Pennsylvania 
590 | South 


Summary by object class 


Appropriation 
base 


$1, 911, 300 $1, 911, 300 
228, 900 228, 900 


Transportation of things 5, 800 

Communication services 

Rent and utility services. _____- 

Printing and reproduction. 

Other contractual services - 

Supplies and materials. 
Purchase of evidence 

Equipment 

Refunds, awards, and indemnities 
es and assessments 


8 
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Convictions 
Unregistered persons Total persons Celina : 
Narcotics | Marihuana} Narcotics | Marihuana 
76 1 2, 087 1,070 3, 1, 071 3, 234 4 
3,178 1, 283 3, 1, 283 4, 530 
2, 974 1, 037 3, 1, 037 4, 079 : 
| 2, 385 781 2, 781 3, 236 
1, 729 872 1, 778 872 2, 650 
Sentences 4 
Fiscal year imposed ; 
(years) 
4, 107 $58, 692 241 
6, 732 174, 690 2419 
Total 
nternal Traffic = 
Year narcotics | marihuana Total 
Narcotics) Narcotics} Marihuana 
EEE 2, 042 1,772 724 591 2, 766 2, 363 | 5,129 
ae 2, 664 2, 151 510 494 3,174 2, 645 | 5,819 7 
Swuntasthie deceived 2, 742 1, 527 423 517 3, 165 2, 044 | 5, 209 
| Se ern s 2, 853 1, 428 435 534 3, 288 1, 962 | 5, 250 
Peentideich~chutiteinn de 3, 169 1, 593 565 653 3, 734 2, 246 | 5,980 
Acres 
Estimate, 
increase 
2, 710, 000 |............ 
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DISTRIBUTION OF EMPLOYEES 


Mr. Canrrextp. In your justifications you indicate a request for 
405 positions, a reduction of one below last year, and that one has 
been transferred to the Office of the Secretary. How many are in 
headquarters and how many are in the field service of the Bureau? 

Mr. Ansiincer. In the departmental service we have 65; in the 
field service we have 244 agents and 67 clerks, making a total at this 
time of 376 on the rolls. We will not be able to fill vacancies for the 
number of positions set up for agents because we just do not have 
enough operating money to fill those vacancies. I think we will have 
to run around 250 agents on the frontline for this year and the next 
year. 

DECREASE IN NARCOTIC ADDICTS 


Mr. CanrieLp. Doctor Anslinger, I believe in the book that you 
have recently offered along with Mr. Tompkins, the district attorney 
in Newark, N. J., a former New Jersey legislator. It is stated that 
narcotic addicts in the United States have dropped considerably over 
a period of years. In other words, there was a time when the per- 
centage of addicts, bearing in mind the number of people in the 
United States, was much larger than it is today. Is that true? 

Mr. AnsitinGer. Mr. Chairman, before Federal and State legislation 
on the subject—assuming that we had at that time this population— 
we were using about 800 tons of opium annually. There were opium 
eaters and opium smokers and they used a tremendous amount of 
opium, 800 tons on a comparable population basis. Those were 
legitimate imports. Today you find we could not be using, both 
licitly and illicitly, more than 200 tons of opium. In other words, 
we are better off by just about 600 tons of opium in this country since 
the advent of Federal and State legislation. That is something to 
keep in mind when we are discussing increases here and decreases 
there and what the situation is. Of course, we did not have the 
marihuana traffic, which is something new. However, on the cocaine 
traffic, you could find cocaine in almost every poolroom in the United 
States. Poolroom sharks used cocaine with great frequency all over 
the country. They manufactured catarrh cures containing nothing 
but cocaine with a little rubber hose attachment and we used tons of 
cocaine before Federal and State legislation. 

Today when we see a cocaine addict it is something rare. 1 venture 
to say that in the hospital at Lexington today there are none. 

So you have to bear in mind what happened before. 

Mr. Gary. Was it not also true that in those days a good many 
of the patent medicines had narcotics in them, and people were giving 
infants laudanum and opiates of that kind to put them to sleep when 
they had a pain in their stomachs? 

Mr. Ansirincer. That was the general practice. Today there is 
not a proprietary medicine with a narcotic in it. They have elimi- 
nated narcotics. 

Mr. Gary. I remember that my mother used to raise the deuce 
about mothers giving infants those preparations. She said that she 
was not going to dope her babies. She was very bitter about it. 
It was quite a common practice. 
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Mr. AnsLincer. We were glad to see the day gone when it dis- 
ape completely from proprietary medicine. 

Mr. CanFievp. It is now and then reported—carelessly, perhaps— 
that drug addiction in the United States is at an alltime high. That is 
definitely false, is it not? 

Mr. AnsutinGER. The record is so clear that there is no disputing 
the fact that we are just about 600 tons of opium less. We are using 
600 tons less today than we were using in those days, and I am in- 
cluding the illicit imports. I am trying to project the amount of 
heroin and morphine being used illicitly into that figure. 

Mr. Canrietp. Mr. Anslinger, your main worry, it appears, is that 
concerning the source. I believe that you are doing all you can 
through your position in the Bureau, and your associations with the 
United Nations, to control the source of supply; is that not true? 


ASSISTANCE OF UNITED NATIONS 


Mr. Anstincer. That is very true. The Senate subcommittee 
asked me what value the United Nations had been in relation to our 
problem. I said on one protocol alone, the 1948 protocol limiting 
the manufacture of synthetic drugs—the synthetic drugs appearing 
within this atomic age, and they are just as dangerous, if not more so, 
than the opium derivatives—it would be worth everything we had 
spent on the United Nations because otherwise those synthetic drugs 
would be manufactured in every country in the world without restric- 
tions and we would be flooded with them. We have not seen them 
on the illicit market. 


NARCOTIC TRAFFIC FROM CHINA 


Mr. Canrievp. Last year you discussed at some length the source 
of supply in Communist China. We are quite concerned about 
stores of opium in Tientsin. I do not recall your saying so much 
about France. Is that Chinese situation still a great source of concern? 

Mr. ANsLINGER. I am speaking from documents submitted to the 
United Nations by various governments which prove that China is 
the largest source of narcotic drugs for the entire world. I submitted 
a statement containing the facts and figures and names of people in- 
volved in China in this traffic, and how it was reaching Japan, the 
Philippine Isles, the United States and Canada, and so far all the 
facts in that document have not been repudiated except the Russians 
have just called me a liar. That is the only language they use in re- 

udiating a statement like that. We proved from documentation, 
rom shipments made, from dealers, that Communist China is and 
continues to be the main source of illicit narcotic drugs for the world. 

There is a tremendous amount of that going into southeastern 
Asia, into Indochina—those three countries, Vietnam, Laos and 
Cambodia, and Burma and Thailand. 


PERSONNEL IN THE FAR EAST 


Mr. Canrie.p. Insofar as the Treasury is concerned, the men that 
we have out in the Far East are in the customs service; is that true? 
Mr. AnsuinGer. That is true. 


& 

| 


221 


Mr. CanrFie_p. You understand some additional help has been 
directed to that area? 

Mr. ANsLINGER. I understand that to be so. 

Mr. Canriewp. I believe you have indicated that when you have 
a special job you think ought to be done abroad, in collaboration with 
the foreign police, you do have expert men that you can send for that 
purpose and you do send men on such missions. Incidentally, I 
think this committee was helpful to you in yesteryear in that respect? 

Mr. Anstincer. We have had wonderful help. We have men in 
European countries who are doing excellent work in cooperation with 
the local police. 

(Discussion off the record.) 


EFFECT OF SPOT CHECKING BAGGAGE AT PORTS 


Mr. Canrie.p. The Bureau of Customs has instituted a system of 
spot checking of baggage in our ports, as you know. Of course, while 
it has not yet been determined in finality that it will continue, a 
question arises as to whether, according to your knowledge, it has 
resulted in fewer seizures of narcotics. 

Mr. Anstincer. I do not think so, because with very few excep- 
tions the seizures were being made from seamen. There was one 
case of a Lebanese student, an international exchange student coming 
over here from a very prominent family in Lebanon, but the customs 
people detected a false bottom in his bag. That is the only case that 
I know of. Most of the smuggling is by seamen. 

We have already reported to the United Nations over 100 seamen 
convicted of smuggling since the first of the year, and an arrangement 
we have with the United Nations is that those names will be sent to 
every other country and they will not be able to get berths on any 
other ship. 

SMUGGLING OF NARCOTICS FROM MEXICO 


Mr. CANFIELD. Insofar as the Mexican situation is concerned, 
does the smuggling from Mexico into our country involve both 
marihuana and heroin? 

Mr. AnsiinceR. And smoking opium. The only smoking opium 
we see today is from Mexico, and it is mostly for the Chinese popula- 
tion in California. There is so much difference between now and 
say what it was 10 years ago when we seized thousands of ounces of 
smoking opium from the Far East and from Mexico. Today we do 
not see an opium pipe any more. It is usually something that is 
handmade from a bottle with a rubber tube. We used to confiscate 
literally truckloads of little bamboo opium pipes. We do not see 
them any more. There is little smoking on the east coast here today. 
From Slesine we get the smoking opium and the heroin and the 
marihuana. 

The marihuana traffic has not abated. I do not think Mexico can 
do very much about it because the traffic is so widespread. They 
make 3,000 to 4,000 arrests for marihuana traffic in Mexico. Most 
of this is packaged in a sort of silk-rubber bag, and what we see here 
all comes from Mexico. 

With regard to heroin, they are making good progress in attacking 
the sources of supply in those mountainous regions. When you go 
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far back into the mountainous sections of Mexico there are three 
States—Sinaloa, Chihuahua and Sonora—and they spot these planta- 
tions from airplanes and then send the troops down in the spring. 
There are some places where it is rather dangerous for the troops to 
go, and a lot of Mexicans have been losing their lives. They come 
out with fever and are bitten by insects. All of that enforcement is 
for the benefit of the United States, because they do not have a heroin 
traffic there. Incidentally, they are still holding two men who we 
felt were the biggest international smugglers in that area, who handled 
things on more or less an intercontinental basis. One of them is 
Max Cossman. 

Recently one of our undercover men took the two Malock brothers, 
who were the top gangsters in British Columbia and that part of the 
world. We worked with the Canadians and apprehended these 
fellows, and they jumped their bail of $20,000. We apprehended one 
of the Malock brothers who had been operating in Mexico. He holed 
up in Mexico City. We caught him. He came to New York to do 
some business and we just deported him to Canada. 


INCREASE OF NARCOTIC TRAFFIC IN NEW YORK 


Mr. Canrrevp. I am sure that you noted in the New York World- 
Telegram recently a series of articles written by a Mr. Mowery com- 
panes about the narcotics menace and contending that there was 

ig increase in the New York metropolitan area due to various let- 
downs, and so forth. 

Are you prepared to comment on the situation in that area at this 
time? Will you kindly comment on that? 

Mr. Ansuincer. I think that Mr. Mowery got his figures from the 
New York Health and Welfare Council of New York City. Those 
figures do not jibe with the figures of Attorney General Goldstein, 
who has been very close to the problem in New York. I would rather 

uote him than take our own figures. You will see this chart of New 
York City of-those under 21 years of age brought to the attention of 


authorities, not arrested, and there has been a decline. We are willing 
to accept the fact that the health and welfare council may have 
better figures than we, because they are working on it every day. 
Maybe they have more people making surveys, but from a poll that 
we made it did not agree. We are happy to work with those people 
because we are all a toward the same end. As long as there 


are addicts, there should be no complacency. 

The hospital on Brothers Island, I think the average daily census 
would be around 90, whereas there is a capacity of 150, although it is 
said that they do not have a sufficient staff for 150. Well, perhaps 
they can recruit a staff and get it up to 150, or to capacity. They say 
it is up to capacity now. We do not know enough about the adminis- 
trative end of it to say that it is operating to capacity, but I would 
think if they have as many teenagers as the health and welfare council 
—- they have they could fill the hospital to 150 beds and get the 
staff. 

We have a lot of openings in Lexington. We are willing to take 
anything New York sends us, or any other State. 

Mr. Canrietp. Has the New York City Police Department a special 
narcotics squad? 
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Mr. AnsuincerR. They have gone up to 140 men, which is certainly 
music to our ears. They have taken a lot of the burden of the street 


trafficking. 
COOPERATION OF STATE AND LOCAL LAW ENFORCEMENT AGENCIES 


Mr. CanrFieLp. You always stress before this committee the im- 
portance of cooperation on the part of State and local authorities. Is 
that cooperation growing? Are the States and the cities occasionally 
asking you for a little help in orienting their approach? 

Mr. Ansurncer. I do not think there is a i where they have 


this problem that they have not increased their forces during the 


ast year. 
y Celifornia has added to its State squad and to the city squads. 
foes has taken place all through the East where they have the 

roblem. 
; I must say that the American Legion has done a wonderful job in 
helping us on that. There is no use having a squad where you do not 
have a problem, but we welcome those men to our forces and they 
work under cover with our men, which is the best education, rather 
than a lot of book knowledge on narcotics. We are getting some 
wonderful results. 

Mr. CanFiELD. I sometimes wish—and this is speaking personally— 
that the Treasury Department in its high echelon would sometimes 
emphasize to the country, and I have in mind State and local authori- 
ties, that you are available to discuss with them, here or there, this 
problem as you have found it. I know that you have always expressed 
before this committee your willingness to sit down with any com- 
missioner or police officer or agent. I feel if some high officer of the 
Government would sometime emphasize the possibilities through 
talking with you and your staff it would be worthwhile. 

Mr. AnsiincerR. Mr. Chairman, I think the most exhilarating 
experience I have had in several years was being invited to California 
on the invitation of the attorney general, Mr. Pat Brown, to talk to 
his northern committee and his southern committee, which I did in 
October, and I must say talking to a group of lawyers, judges, educa- 
tors, doctors, law-enforcement people was not only a good experience 
for them but it helped us clear the air on a number of points on which 
there was a great difference of opinion. 


ADDICTION OF UNITED STATES SOLDIERS IN KOREA 


Mr. CanrFrevp. Last year I referred to some statements made by 
some distinguished clergymen, notably Cardinal Spellman and the 
evangelist Billy Graham, about their findings on their visits to our 
troops in Korea. They came back seemingly quite concerned about 
drug addiction among our military. 

Son addressed yourself briefly to the subject. Is there anything 
that you could tell, us at this time about that situation? 

Mr. Anstincer. The Army has increased its efforts in suppressing 
that type of traffic in Japan and in South Korea, and they have been 
successful in view of the fewer reports that we are receiving of courts- 
martial and the number of men discharged. The number of reports 
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reaching us now is certainly far less than last year when there was a 
great deal of agitation about it. 


UNITED NATIONS EFFORTS TO CONTROL NARCOTIC TRAFFIC 


Mr. Gary. You mentioned one protocol of the United Nations that 
had been particularly helpful in your work. Can you elaborate a bit 
and give us some idea as to what the United Nations is doing in con- 
nection with this narcotics situation? 

Mr. ANsLinGER. There are eight treaties being administered by 
the United Nations on narcotics. Some of the old treaties that were 
negotiated at the League of Nations have been carried over into the 
United Nations. For instance, there are four international bodies 
dealing with this subject in different ways. 

First, there is a supervisory body which estimates the medical 
needs of narcotic drugs throughout the world based on the estimates 
of every government. If a government will not make an estimate, 
they make the estimate for that government based on their popula- 
tion and their needs. The nations are bound by those estimates, by 
treaty, to respect the amount that can be imported into those coun- 
tries which do not manufacture drugs, and we are permitted, for in- 
stance, to manufacture drugs within our estimates and not beyond 
that, and that goes for England, France, and all the other countries. 

There is a Permanent Central Board, which is a sort of quasi- 
judicial organization, that sits twice a year, similar to a world court, 
and they review the world traffic and the flow across every border, 
and just in the New York Times day before yesterday a report was 
made public in which they castigated several governments for not 
only failing to report but allowing an accumulation in their countries 
of excessive amounts of opium. 

There is the system of import and export certificates, and opium is 
about the only commodity which moves that way in international 
trade—where a government will only export to a country which has 
issued an import certificate, and all that is cleared through the United 
Nations Organization. 

Then, you have a Committee on Drug Addiction, which picks up 
all the new drugs that are being discovered throughout the world 
which are addiction forming, and that committee then will notify all 
the governments to put that drug under control immediately. That 
has accounted for synthetic drugs not getting out of control in the 
few years. We had been worried about those very dangerous drugs. 

The United Nations has done this magnificent job. 

Then there is the Commission on Narcotic Drugs that makes recom- 
mendations as to the future operations of the various administrative 
services, makes suggestions, reviews all the illicit traffic all over the 
world and makes recommendations as to where leaks should be 
plugged. 

On June 23 of last year there was signed in New York the protocol 
to limit the production of opium to the medical needs of the world, 
and that protocol is aimed at Turkey, Iran, Yugoslavia, and India; 
the four large producing countries. 

This is something that we have been trying to accomplish since 
1909, and after 44 years of effort we finally got the nations to put 
their signatures on the protocol. When that treaty becomes operative 
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it certainly should reduce the amount of opium available. However, 
it does not apply to China. The Chinese say, ‘““The production of 
opium is prohibited in China. The law is such that you cannot grow 
opium in China.’’ Nonsense. They do not come into this protocol 
in any case, so China is outside the orbit. However, all the free 
nations have agreed that opium production should come down from 
2,000 tons a year to 500 tons a year, and | think that substantial 

rogress is going to be made under that because for the first time in 
Linory the opium farmer must get a license from his government and 
must sell only to the government. 

Mr. Gary. You would say then that the United Nations is doing 
a very helpful job in controlling the narcotic traffic in the United 
States, as well as throughout the world? 

Mr. ANSLINGER. So much so, Congressman, that I think their 
efforts have resulted in morphine being reduced from about 100 tons 
annually to 60 tons annually for medical needs, and that difference 
of 40 tons always went into the traffic. We do not see morphine in 
the illicit traffic any more as such, having been smuggled from abroad. 

Mr. Gary. Doctor, I am delighted to obtain this information, 
because there are a lot of people today who are insisting that the 
United Nations is not accomplishing anything and that the United 
States should withdraw from the organization. I am afraid that one 
reason for this opposition is that we have not been sufficiently vocal 
in attempting to tell the people what the United Nations is really 
doing. The organization is accomplishing very substantial results in 
various fields, and I, for one, believe it has made substantial progress 
in the promotion of world peace. I think people expected too much 
of it immediately in that field, but it seems to me that the people of 
the United States ought to know what the United Nations is accom- 
plishing, and that is one reason I was pleased to get this information 
in the record. I know that you have been an outstanding leader in 
the United States and abroad in the field of narcotics and I certainly 
want to compliment you very highly upon what you have done in 
that connection. 

Mr. Anstinger. Thank you, sir. 

Mr. Gary. I think with modern transportation, modern communi- 
cations, and modern conditions, we have got to live with our neighbors 
and I do not believe we can do it without some international organiza- 
tion where agreements can be reached. I am very glad to see the 
progress that has been made in this field. 

Mr. Ansuincer. Thank you, sir. 


WORK OF WOMEN’S ORGANIZATIONS 


Mr. Gary. I might say to you in addition, Doctor, that the various 
women’s organizations are now concerning themselves with the 
problem of juvenile delinquency. We had a conference in Richmond 
several months ago in which various women’s organizations partici- 
pated. Since narcotics is one phase of the juvenile delinquency 
picture, I think your organization could get a great deal of benefit 
and help at this time from the women’s organizations. They are 
beginning to become aroused over the situation and with the proper 
guidance I think they could do a great deal to correct some of the evils 
which exist, and I just suggest to you that you might find it very worth 
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while to work with the groups in the juvenile delinquency field, as you 
no doubt are doing now. 

Mr. AnsuincGer. Thank you, Congressman Gary. In the past 
they have done magnificent work in getting State legislation; so far 
we have not been talking to them on this problem, but we certainly 
will zone every effort to communicate with them and see what we 
can do. 

Mr. Gary. This is one phase of the general picture of juvenile 
delinquency. 

Mr. ANsLINGER. In every community they could bring about 
action on the part of the local authorities to force compulsory hospital- 
ization of those young addicts, because they are really powerful when 
they go to work. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Vurse.u. Off the record. 

(Discussion off the record.) 


JAIL SENTENCES FOR NARCOTIC OFFENDERS 


Mr. James. Doctor, last year we had quite a lot of discussion con- 
cerning the length of the jail sentences that have been meted out to 
narcotic offenders in the various districts. Have heavier sentences, 
in your observation, been more persuasive against these operations? 
Have the courts been giving the offenders bigger raps? 

Mr. Ansitincer. Very much so. Off the record. 

(Discussion off the record.) 

Mr. AnsLinGEeR. The average sentences have climbed from about 
16 months to about 43 months. These traffickers cannot stand that. 
Those heavy sentences have really cleaned out the traffic in places 
like Baltimore and a number of cities where we have been able to get 
second offenders. The effect this has on the second offender, he knows 
he is going to go in for 5 years so for the first time he comes to us and 
says, ‘Look, if I give you my source of supply will you give me any 
help?” You get that from these gangsters for the first time. We 
never had that before. 

Mr. James. That is the next thing I intended to ask, whether these 
longer sentences have resulted in any cleaner conditions in the traffic. 

Mr. ANSLINGER. Yes, sir; there is not any question about it. Where 
the Federal sentences have been given these traffickers go away and 
we do not see them after a year as we used to. When they are in jail 
for 2 or 3 years they are not out on the street peddling, and it is a good 
lesson for many of them. Some have come to us and said, ‘I want 
you to know | am out of the traffic.” Of course we do not believe 
them, but we are getting cases like that. Pager aay that fellow who 
has that second or third offense staring him in the face, he wants to 
expose the source rather than have that stiffer sentence, 


NARCOTICS TRAFFIC IN PHILADELPHIA AREA 


Mr. James. Sometime last year, I believe, you knocked over a fellow 
in southwest Philadelphia who was rather a quiet citizen down there 
but turned out to be a big guy in narcotics traffic. He was alleged to 
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have been a supplier to the big dealers in Baltimore and Washington. 
Do you remember that case? 

Mr. Ansuincer. I think we have that here. I do not remember 
the name of the fellow in Philadelphia. At that time we made about 
119 cases. 

Mr. James. This particular man, I think, might have been a later 
result of that raid but he was taken a short time after that big raid. 

Mr. CunnINGHAM. He was a garageman. 

Mr. JAMzEs. Yes; he was a garageman. 

Mr. CunnineHam. He got 5 years out of that. 

Mr. Anstincer. Judge Ganey gave him 5 years and gave him a 
terrific sermon. Judge MacLeod of New Jersey, also has given 
offenders sermons they will never forget. 

‘ Mr. {snrran. You are referring to Judge MacLeod of New 
ersey? 

Mr. AnsuinGeR. Yes, sir. And Judge Ganey made a similar state- 
ment in Philadelphia. 

Mr. Canrie.tp. Judge MacLeod said, among other things, “You 
are worse than a murderer. You destroy not only the body, you kill 
the soul.”’ 

Mr. James. Off the record. 

(Discussion off the record.) 

Mr. ANsuINGER. I notice in Philadelphia there has been a rather 
substantial drop in the teen-age offenders. In 1951 you had 110 and 
it went down to 60 in 1952. We have been doing a lot of work there. 

Mr. James. In that general area I must say the comment generally 
has been that it seems to be fading out amongst the kids. It was quite 
alarming at one time. 

Mr. ANsLinGER. May I say something off the record? 

(Discussion off the record.) 


NARCOTIC TRAFFIC IN THE DISTRICT OF COLUMBIA 


Mr. James. Has there been any noticeable cleanup of the situation 
here in the District of Columbia during the past year? 

Mr. ANsuINGER. I see an improvement. I see a rather substantial 
improvement which probably will not be permanent until this com- 
pulsory commitment for the drug addict takes place. Congress 
pane legislation but there is still some enabling legislation necessary. 

must commend the judges, particularly Judge Tamm, for the types 
of = they are handing out to the peddlers here today. Off the 
record. 

(Discussion off the record.) 

Mr. James. What is the worst sentence they could hand them right 
now under existing law? 

Mr. ANsSLINGER. On every count they can give as much as 5 years, 
and there are some judges here who are giving the limit. 

Mr. James. There are some who are going the limit? 

Mr. ANsLINGER. Yes, sir. There is a noticeable decline in the 
traffic here because of the heavy sentences which are deterring the 
peddlers. 

Mr. James. I take it you believe, and I suppose most of us believe, 
that. the way to reduce the traffic to the minimum is to stiffen the 
penalties? 
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Mr. Ansuincer. And force the addict into an institution. He does 
not want that. If he gets into a district where there is compulsory 
hospitalization, then he moves. They do not like compulsory com- 
mitment. Minnesota is a good example of that. 
Mr. James. If we could get all the peddlers into the jails for a good 
long time there would be no addicts. 


Mr. AnsuinGmr. No, sir; when he is in jail he is not out peddling. 
Mr. James. That is all. 


PRODUCTION OF OPIUM IN COMMUNIST CHINA 


Mr. Gary. Doctor, you mentioned a few moments ago the fact 
that China was not in on this international agreement regulating the 
production of narcotics. My information is that before the Com- 
munists took over the Nationalist Chinese Government had passed 
a law placing a death penalty on the growing of opium. Is that 
correct? 

Mr. ANsutiInGER. That is correct, and the Nationalist Government 
was executing about 1,000 peddlers a year before the Communists 
took over. 

Mr. Gary. Do you know what the situation is now? 

Mr. Ansuincer. I think it is very feebly enforced. The enforce- 
ment is feeble and I have not heard of anybody being shot. 

Mr. Gary. Is the law supposed to be still in effect? 

Mr. Ansutincer. It is still on the books so far as we know. 


PENALTIES FOR NARCOTIC VIOLATIONS IN TURKEY 


It should be of interest to the committee that the Government of 
Turkey, realizing that they had a serious narcotics trafficking problem 
on their hands, enacted a death penalty law last July for any kind of 
narcotics traffic. I think that is news to the committee to know that 
a government like Turkey thought it was necessary, in order to stop 
the clandestine heroin laboratories that were manufacturing this 
stuff, to impose the death penalty for anybody who engaged in the 
traffic. 

PEDDLING OF NARCOTICS FROM COMMUNIST CHINA 


Mr. Gary. Is there any evidence of fact that the Communist are 
using opiates to gain control of China or that they are bringing any 
of it out for use in other countries? 


SHIPMENTS TO JAPAN 


Mr. Ansuincer. I am rather disturbed about the amount that is 
oing into Japan; the amount of heroin. Where you did not see 
eroin traffic before, you see a great deal of it in Japan, many heroin 

addicts. I think the principal object of the Communists is to get 
foreign exchange because it does bring big money on the international 
market. The Japanese have coteuiliee arrested Communist leaders 
who were peddling. Those cases are in my document. I gave the 
names of the Communist leaders who were peddling. We have not 
found anything like that on the west coast yet. Off the record. 

(Discussion off the record.) 
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Mr. AnsuinGer. I think they take the position on narcotic traffick- 
ing to Burma, Thailand, Japan, the Philippines, South Korea and the 
United States, that they get big money. They do not care what 
happens after they sell it, and , dese 2 they hope for the worst. 
Off the record. 

(Discussion off the record.) 


OPIUM AND DERIVATIVES USED AS A WAR WEAPON 


Mr. CanFie.p. Doctor Anslinger, I believe that I read somewhere 
recently, possibly in your book, a statement by you or by your 
collaborating author to the effect that opium and its derivatives have 
been used as a war weapon for centuries. Is that not true? 

Mr. Anstincer. That is true; yes, sir. 

Mr. CanFietp. By one nation to weaken the resistance of another? 

Mr. AnstinGEeR. That is a historical fact. In the Genocide Con- 
vention about which there is so much controversy you can find that 
narcotics have been covered where it is used to weaken or destroy 
populations. 

Mr. Canrtetp. Dr. Anslinger, we again thank you for the very 
fine presentation. All of us know of your dedication to your assign- 
ment. If at any time you feel that you need more help to combat 
this menace on a national level, do not hesitate to come and see us. 

Mr. AnsiincerR. Thank you, Mr. Chairman. 


THURSDAY, JANUARY 21, 1954. 


OFFICE OF THE TREASURER 


WITNESSES 


MRS. IVY BAKER PRIEST, TREASURER 

EDMUND DOOLAN, DEPUTY TREASURER 

WILLIAM T. HOWELL, ASSISTANT DEPUTY TREASURER 
WALTER L. FUNK, ADMINISTRATIVE OFFICER 

DARIO A. PAGLIAI, ADMINISTRATIVE ACCOUNTANT 


SALARIES AND EXPENSES 
Amounts available for obligation 


1953 actual | 1954 estimate | 1955 estimate 


Appropriation or estimate _...__..........-.-...-- $20, 500,000 | $17, 000, 000 $15, 600, 000 


Transferred to ‘‘Contingent expenses, —— moneys, Office of 
the Treasurer,”” pursuant to Public Law 207. —66, 000 
Adjusted appropriation or estimate -................--- 20, 500, 000 16, 934, 000 15, 600, 000 
Reimbursements from non-Federal sources..............-... 737 615 500 
Reimbursements from other accounts_--..............------. 67, 161 471, 385 467, 000 
Total available for obligation _---_................---... 20, 567, 898 17, 406, 000 16, 067, 500 
Unobligated balance, estimated savings... —458, 446 
ee ree 20, 109, 452 17, 406, 000 16, 067, 500 


Comparative transfer from— 
“Contingent expenses, public moneys, Office of the 


20, 650, 177 18, 222, 000 16, 067, 500 


Note.—Reimbursements from non-Federal sources above are from the proceeds of sale of personal 
property (40 U. 8. C. 481 (e)). 
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Obligations by acti 


vitie: 


Description 


1955 estimate 


Direct Obligations 


Processing checks, deposits, and claims. 
General banking services 
Retirement of currency. 

Maintenance of Treasurer’s accounts. 
Payment and custody of securities. _. 
Precurement and transportation of U. 
Executive direction 


9990 


Obligations Payable Out of Reimbursements 
Reimbursements from non-Federal sources: 


Reimbursements from other accounts: 


3. Retirement of currency 


Total obligations payable out of reimbursements 
from other accounts 


8. Replacement of personal property sold_............--.- 


1. Processing checks, deposits, and claims_.............-.- 


Total obligations payable out of reimbursements. ---- 


737 


17, 750, 000 


615 


67, 161 


71, 385 
000 


471, 385 


7, 000 


472, 000 


« 


467, 500 


18, 222, 000 


16, 067, 500 


Obligations by objects 


Object classification 


1953 actual 


1954 estimate 


Summary of Personal Services 


Total number of $1, 403 $1, 264 $1, 178 
Full-time equivalent of all other positions.....................]...----.----.. 2 2 
Average number of all employees. -.-.................---------- 1, 320 1, 222 1, 144 
Average salaries and grades: 
General schedule grades: 
Average salary _..._.. red $3, 640 $3, 770 $3, 870 
Average grade... ......._.... GS-3.9 GS-4. 1 GS-4. 2 
Crafts: protective, and custodial grades: 
$2, 892 $2, 935 $2, 984 
Average grade... CPC-3.1 CPC-3. 1 CPC-3.1 
Personal service obligations: 
Permanent positions. .__... --| $4,692, 429 $4, 502, 464 $4, 270, 058 
Regular pay in excess of 52-week base..........-..------.-. 17, 001 15, 771 15, 489 
Payment above basic rates_.....-. ab 4 897 850 850 
Total personal service obligations -_..................... 4, 710, 327 4, 524, 585 4, 291, 897 
Direct Obligations 
4, 665, 027 4, 105, 900 3, 876, 297 
3, 080 6, 100 6, 100 
03 Transportation of things__ 558, 634 435, 250 357, 250 
04 Communication services__................-...-------.---- 26, 152 45, 550 45, 550 
05 Rents and utility services 289, 959 313, 253 313, 253 
06 Printing and reproduction: 
da 14, 694, 491 12, 114, 000 10, 292, 000 
SOL Seer 95, 662 102, 500 102, 500 
OF. Other contractual services... ..........................-- 39, 806 24, 992 18, 400 
Services performed by Federal Reserve 400, 000 400, 000 
08 Supplies and materials........................-...--.--.-- 157, 564 159, 920 159, 000 
138 Refunds, awards, and indemnities..-... .................-- 570 400 400 
15 Taxes and assessments__.............-- ke 7, 108 3, 835 2,350 
Total direct obligations-_---._- 20, 582, 279 17, 750, 000 15, 600, 000 


1953 actual | 1954 estimate | 
Ae $3, 666, 742 $3, 510, 700 $3, 275, 000 
pallsabiaitbwéesiven 323, 046 338, 100 338, 100 
632, 584 616, 200 603, 000 
358, 540 386, 300 386, 300 
bald 721 253, 500 253, 100 
5. Currency .........- 15, 235, 216 12, 530, 000 10, 629, 300 
111, 430 115, 200 115, 200 
20, 582,279 15, 600, 000 
|__| 500 
67, 000 
— 
| 1055 estimate 
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Obligations by objects—Continued 


Object classification 


1953 actual 


1954 estimate 


1955 estimate 


Obligations Payable Out of Reimbursements 


Personal services 
Transportation of things 
Communication services 
Rents and utility services 
Printing and reproduction: 


Supplies and materials 
Equipment 
Taxes and assessments 
Total obligations payable out of reimbursements 


Total obligations 


$418, 685 
3, 850 


250 
11, 747 


18, 222, 000 


Analysis of expenditures 


1953 actual 


1954 estimate 


1955 estimate 


Unliquidated obligations, start of year 
Obligations incurred during the year 


Deduct: 
Adjustment in obligations of prior years 
Reimbursements 
Unliquidated 


Expenditures are distributed as follows: 
Out of current authorizations 
Out of prior authorizations 


$940, 594 
20, 109, 452 


$1, 651, 933 
17, 406, 000 


$549, 667 
16, 067, 500 


21, 050, 046 
12, 510 

67, 898 

1, 651, 933 


19, 057, 933 
472, 000° 
549, 667 


16, 617, 167 


19, 317, 705 


18, 036, 266 


18, 389, 621 
928, 084 


16, 406, 000 
1, 630, 266 


Mr. Canrie_p. The committee will now come to order. 
this afternoon to hear the request for the Office of the Treasurer of 


the United States. 
Ivy Baker Priest, the Treasurer. 
statement to make at this time? 


Mrs. Priest. Mr. Chairman, I do. 


We meet 


We are very happy to have as our witness, Mrs. 
Mrs. Priest, do you have a general 


Mr. Canrretp. Then will you be good enough to proceed. 


GENERAL STATEMENT 


Mrs. Priest. I would like to say, gentlemen, that I believe I have 


learned a little the hard way this year as Treasurer. I 
did not know very much last year, but I think I have learaed a little; 


I hope so. 


certainly 


r. CANFIELD. Mrs. Priest, you made a very good impression 
befoi1e the committee last year and certainly you do not have to 


apologize. 


Mrs. Priest. Thank you, Mr. Chairman. You gentlemen were 


most kind and I appreciate that. 


Mr. Chairman and members of the committee, the Office of the 
Treasurer provides the banking facilities for the entire Federal 


Government. 


Our major responsibility is to facilitate the millions 


of financial transactions involved in the day-to-day business life of 
the Nation, and the volume of services required of this Office is 
governed by the type and volume of such transactions. In view of 


06 
07 Other contractual services... 100 18, 108 23, 100 
08 eee 4, 600 7,380 7, 000 
09 Sahl 887 6,815 1, 600 
15 50 550 
rae 67, 898 472, 000 467, 500 
20, 650,177 | | 16, 067, 500 
Total | 15, 535, 000 
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this, we have very little, if any, opportunity to control the volume of 
services required or the time limitations imposed thereon. Our 
functions are established by law and must be performed in an efficient 
manner if the Government itself is to fulfill the duties and 
responsibilities essential to the smooth operation of the Nation’s 
economy. 

While we do not have any branch or field offices, we are able to 
provide prompt and efficient banking facilities to Government 
offices everywhere by utilizing the Federal Reserve banks, acting in 
the capacity of our agents, and under our supervision, in the per- 
formance of certain operations for the Treasurer. The procedures 
followed by the banks in the performance of these operations are 
essentially the same as in the Washington office. 


OPERATIONS 


The principal activity of the Office of the Treasurer, on the basis of 
personnel and financial requirements, involves that charged with 
processing checks, deposits, and claims. Personnel requirements for 
this function represent 69 percent of the total personnel requested 
under this title. This activity is responsible for maintaining the 
checking accounts, not only for the Treasury disbursing officers 
throughout the world, but for disbursing officers of the Defense 
Establishment, those of the Post Office Department and all other 
Government entities, including corporations, who perform their own 
disbursing. As a part of this operation, we must also process the 
claims relating to lost, stolen, destroyed, or fraudulently negotiated 
checks. Approximately 85 percent of the total checks paid represents 
disbursements of only four Federal programs, the Defense 
Establishment, the Veterans’ Administration, social security and 
tax refunds. 

This Office is required to maintain controlling accounts covering 
receipts and disbursements for all funds placed in the custody of the 
Treasurer and to prepare the necessary reports thereon. Posting 
media for these accounts are primarily the actual debit and credit 
documents processed daily and teletype reports from financial institu- 
tions and Government disbursing offices throughout the country. 

Payment of principal and interest on public debt obligations of the 
United States, Government corporations, and agencies is a function of 
the Treasurer’s Office. The organizational entity charged with these 
responsibilities also provides safekeeping facilities for individuals and 
others for United States savings bonds. 

Another function of the Treasurer’s Office, and a very important 
one, involves the responsibility for meeting the country’s need for 
paper currency. We purchase all United States paper currency from 
the Bureau of Engraving and Printing. It is then issued through the 
Federal Reserve banks to financial institutions throughout the coun- 
try, and thence to trade channels. Such currency when unfit for 
further circulation is segregated from fit currency, redeemed on behalf 
of the Treasurer by the Federal Reserve banks, and destroyed. The 
retirement of all Federal Reserve currency is accomplished by the 
Treasurer, the cost thereof being fully reimbursed by the Federal 
Reserve System. The exchange and retirement of mutilated or 
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burned paper currency, which will average better than 43,000 cases 
annually, is possible only in the Treasurer’s Office. 


CURRENT STATUS 


Except for the redemption of currency, the operations of this Office 
are generally current. The backlog in the redemption operation is due 
primarily to two factors: (1) The forced replacement of 40 experienced 
money counters having indefinite status by 40 inexperienced money 
counters having permanent status, but involved in reduction in force 
in other bureaus, and (2) difficulty in filling vacancies on the money- 
count operation. Not only did the replacement of 40 of our ex- 
perienced counters materially reduce production, but the aggregate 
salary of the new employees was $17,000 greater than that of those 
replaced. 


COMPARISON OF 1955 ESTIMATE WITH ACTUAL REQUIREMENTS IN 19538 
AND FUNDS AVAILABLE FOR THE CURRENT YEAR 


Estimated requirements for the Treasurer’s operations in 1955 total 
$15,600,000, or approximately $5 million below actual obligations for 
operations in the fiscal year 1953. The funds requested for 1955 are 
also $1,750,000 less than funds made available in the current fiscal 
year; however, the 1955 estimate includes an item of $400,000 to 
reimburse the Federal Reserve banks for the redemption of United 
States paper currency, an operation heretofore performed by the 
Bureau of Public Debt and financed from funds of that Bureau, thus, 
the funds requested for 1955 actually represent a reduction of $2,150,- 
000 below funds currently available. 

The average number of employees requested to perform the func- 
tions of this Office in 1955 is in excess of 13 percent below the average 
number actually employed in 1953. 

These reductions have been made possible due to (1) the develop- 
ment and adoption of more efficient operating procedures, (2) con- 
version by the military from the use of checks drawn in paper form 
to those in card form which may be processed mechanically, and (3) 
reduction in unit costs for printing of currency through more efficient 
operations in the Bureau of Engraving and Printing. To me this 
immense reduction is highly gratifying, particularly in view of the 
fact that the volume of services estimated to be required of this 
Office shows material increases in 1955 over 1953 in practically all 
operations. 

The paper currency situation has improved to the point where 
contemplated reserves on June 30, 1954, will be adequate to meet 
normal replacement demands. In view of this, funds have been 
requested in 1955 sufficient to procure only 1,275 million pieces, or 
125 million less than is normally issued. This will of course materially 
reduce the reserve on hand at the close of the fiscal year 1955. 

There is one point I deem very important in considering require- 
ments for my Office, and that is, regardless of how drastic the reduc- 
tion in the whole budget, generally, the services required of this 
Office are not reduced proportionately. In fact, a reduction of many 
millions of dollars in defense spending may actually result in a com- 
paratively slight reduction in the number of documents which we are 
required to function. 
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As further evidence of our efforts to comply with the administra- 
tion’s economic policies, we have reduced our indicated requirements 
for 1955 by $75,000 for possible excessive workload estimates and 
$100,000 as a goal to be attained through development and adoption 
of more efficient operations. This is in addition to the absorption of 
all costs for penalty mail, within-grade promotions, and terminal- 
leave payments. Should the workload estimates provided by the 
agencies serviced prove realistic, and the contemplated management 
savings not be possible of accomplishment, this Office would be com- 
pelled to ask for additional funds or incur serious backlogs in our 
operations. 

You may be assured that my Office will continue to exert every effort 
toward the development of more efficient operations and improve- 
ments in the services to be rendered all Government entities and 
financial institutions throughout the Nation. 

Mr. Canrrextp. Mrs. Priest, I desire to say that I believe that is 
one of the finest accountings I have ever heard from the Treasurer of 
the United States during my service on this committee. 

Mrs. Priest. Thank you, Mr. Canfield. Thank you very much. 


SUMMARY JUSTIFICATION DATA 


Mr. Canrre._p. Without objection, will you kindly have inserted 
in the record at this point pages 91 through 95, relating to ‘Salaries 
and expenses, Office of the Treasurer,” for which $15,600,000 is 
requested. 

(The material referred to is as follows:) 


Analysis of appropriation base for fiscal year 1955 


Regular appropriation, 1954 Act: 
Salaries and expenses, Office of the Treasurer 
Contingent expenses, public moneys 
Supplemental appropriation for 1954 


Total appropriation ,1954 
Reductions: 
Activity No. 1, processing checks, deposits and 


Activity No. 3, retirement of currency 
Activity No. 5, payment and custody of securities - 
Activity No. 6, procurement and transportation of 
United States currency 1, 922, 700 


Total reductions 


Additions: 
Activity No. 3, retirement of currency 
Activity No. 6, procurement and transportation of 
United States currency 


Total additions 

Adjustment in base (net 
Appropriation base for 1955 
Increase over appropriation base for 1955 


Appropriation estimate for 1955 
Increase or decrease from total appropriation, 1954 


| 
22, 000 
>, 
—1, 750, 000 
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Comparison of appropriation base with appropriation estimate for 1955 


Na mS base | Appropriation esti- Increase or 
for 1955 mate for 1955 decrease 


Activity 


1. Processing checks, deposits and claims__ $3, 275, 000 
2, General banking 338, 100 
3. Retirement of currency...............-- 603, 000 
4. Maintenance of the Treasurer’s ac- 

counts 386, 300 
5. Payment and custody of securities 253, 100 
6. Procurement and transportation of 

United States currency 10, 629, 300 
7. Executive direction 115, 200 


15, 600, 000 Side sone 
+1, 750, 000 —$1, 750, 000 


Total appropriation 1954, and appropria- 
tion estimate for 1955 17, 350, 000 —1, 750, 000 


GENERAL STATEMENT 


The Office of the Treasurer, as the banking facility for the Government, is 
essentially a service organization whose responsibility is to facilitate the immense 
volume of financial transactions involved in the day-to-day business life of the 
Nation. Neither the volume of services required of the Treasurer’s Office nor 
the time limitations imposed on the performance thereof can be administratively 
controlled by the Treasurer; however, the operations must be performed if the 
Government itself is to fulfill the duties and responsibilities essential to the smooth 
operations of the Nation’s economy. 

The major portion of the funds requested for operating expenses is for the 
activity charged with processing checks, deposits and claims, which activity em- 
ploys approximately 69 percent of the total personnel provided under this appro- 
priation, and constitutes one of its major functions. The next largest activity, 
on the basis of personnel and financial requirements, represents that involved in 
the retirement of currency. At least 65 percent of the services performed by this 
activity are rendered in connection with the retirement of Federal Reserve cur- 
rency and that portion of the costs thereof will be fully reimbursed by the Federal 
Reserve banks. The remainder of the funds requested for operating expenses 
is to cover normal administrative expenses for the balance of our activities which 
include general banking services, maintenance of the Treasurer’s accounts, pay- 
ment and custody of securities, and the immediate office of the Treasurer. While 
the estimate of services required of these activities indicate definite increases, this 
estimate contemplates the absorption of such additional volume through increased 
operating standards and management improvements in general. 

In compliance with the expressed desire of both the Congress and the Bureau 
of the Budget for further integration of budget and accounting, and improvement 
of the budget structure, the 1955 budget submitted herewith for the appropriation 
titled, ‘Salaries and Expenses, Office of the Treasurer,’’ has been prepared to 
contain provision for funds currently appropriated under the title, ‘Contingent 
Expenses, Public Moneys.” This will result in bringing together under one 
appropriation provision for all necessary expenses of the ce of the Treasurer. 
It may be of interest to note that these same requirements in 1941 were financed 
from 11 separate appropriations as well as by transfers from numerous appropria- 
tions for emergency activities. 

To provide, under the consolidated submission, the clearest possible presentation 
of the Treasurer’s requirements on an activity basis, provision for the purchase 
of paper currency, heretofore included under the activity, ‘‘General Banking 
Services,’ has been combined with requirements currently provided under the 
activity, ‘Collecting, safekeeping, transferring, and disbursing public moneys of 
the United States,” and the combined activity designated as “Procurement and 
transportation of United States currency.” 


Aver- Aver- Aver- 
tions tions tions 
Adjustment in base (met)...........-.....| +77 
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This new activity will encompass requirements to reimburse the Bureau of 
Engraving and Printing for the manufacture of United States paper currency, 
costs incurred in the transportation of currency to and from the Federal Reserve 
banks and depositories, and expenses incident to transportation of such currency 
which includes communication services and supplies. 

While requirements under the new activity do not include provision for any 
personal services, nor for any of the general operating expenses of the Treasurer, 
the budgetary requirements therefor represent 68 percent of the total funds re- 
quested under this title for fiscal year 1955. 

There is included in this estimate for the first time an item of $400,000 (estab- 
lished as a comparative transfer) to cover requirements to reimburse the Federal 
Reserve banks and their branches for the verification and destruction of unfit 
United States paper currency. This estimate is based on their processing a 
volume of approximately 1,350 million notes. This operation has previously 
been performed in Washington by the Bureau of the Public Debt, having been 
decentralized effective July 1, 1953, and costs for the current fiscal year are being 
paid from the appropriation for ‘‘ Administering the Publie Debt.’ 

This submission contains no provision for requirements to defray penalty mail 
cost. , now estimated at $22,000 annually, nor for any requirements for the annual 
salary increases (within-grade promotions) required by law, conservatively esti- 
mated at $70,000. 

LANGUAGE CHANGE 


Provision for funds currently appropriated under the title, ‘‘Contingent Ex- 
penses, Public Moneys,” has been incorporated under this title for fiscal year 1955, 
as well as provision to enable reimbursing of the Federal Reserve banks for costs 
incurred in connection with the verification and destruction of unfit United States 
paper currency. In view of the fact that the present text already provides ‘‘for 
necessary expenses of the Office of the Treasurer,”’ no change is contemplated in 
the language for the consolidation of the two appropriations. However, the 
language has been amended to include provision for reimbursing the banks. 


Analysis of appropriation base for 1955 


1954 appro- 
priation 


1. Processing checks, deposits, and claims $8, 510, 700 
2. General banking services 338, 100 
3. Retirement of currency ANAS 216, 200 
4 
5. 


Maintenance of Treasurer’s accounts 386, 300 
Payment and custody of securities 253, 500 

6. Procurement and transportation of United States 
12, 530, 000 
115, 200 


Total 17, 350, 000 


ADJUSTMENTS 
Activity No. 1—Processing checks, deposits, and claims. 


The adjustments under this activity for determining 1955 base affected object 

classifications as follows: 
Reductions 

01 Personal services (76 employees) 
07 Other contractual services 
08 Supplies and materials 
09 Equipment 
15 Taxes and assessments 


This reduction of $235,700 is comprised of a net savings of $60,700 resultin 
principally from the expansion by the Military Establishment of the use o 
puncheard checks, payable by the Federal Reserve banks and machine processed, 
in lieu of paper checks, payable in Washington and processed manually; an allow- 
ance of $75,000 for excessive workload estimates, and $100,000 additional as a 


| 
Redue- 1955 appro- 
Increases iation 
13, 200 $400, 000 603, 000 
253, 100 
1, 922, 700 22,000 | 10, 629, 300 
| 2,172,000 | 122,000 | 15,000,000 
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goal to be attained through development of more efficient operations, The effect 
of this action is to reduce personnel requirements and related service requirements 
under the objects shown above. 

Activity No. 3—Retirement of currency. 


A reduction of $13,200 is made possible as a result of the decentralization of 
the destruction of United States currency to the banks and nonrecurring require- 
ments in 1955 for equipment and maintenance service necessary in 1954. The 
increase of $400,000 is occasioned by the transfer to this appropriation from the 
appropriation, ‘Administering the Public Debt,” provision for reimbursing the 
banks for verification and destruction of unfit United States paper currency. 


Activity No. 5—Payment and custody of securities 

The only adjustment necessary to determine base requirements for this activity 
is comprised of a nonrecurring need for an expenditure of $400 for equipment. 
Activity No. 6—Procurement and transportation of United States currency 


A reduction of $1,822,000 represents savings accruing from improved manufac- 
turing methods developed in the Bureau of Engraving and Printing which resulted 
in a reduction in the unit cost of currency, together with a reduction in the volume 
of currency to be requisitioned in 1955. A reduction of $100,000 results from 
nonrecurring requirements under this appropriation for distribution and transfer 
of current and uncurrent coin, this function to be assumed by the Bureau of the 
Mint. The remaining reduction of $700 under this activity represents nonrecur- 
ring requirements for contractual services made possible through the proposed 
iation merger. 

he increase of $22,000 represents additional needs to project, on a full-year 
basis, the parcel-post rate increase effective October 1, 1953, on the transportation 
of new currency to the banks. 


MAJOR FUNCTIONS OF OFFICE 


Mr. Canrte.p. Mrs. Priest, are the major functions of your office 
on a comparable basis with last year or have some of the responsibili- 
ties you had last year been transferred elsewhere or changed through 
mechanizations of the operations? 

Mrs. Prizst. Essentially they have remained the same. There 
have been 1 or 2 changes with regard to having the Federal Reserve 
banks redeem the money, and as of December 1 a transfer of the coin 
distribution function to the mimt. With your permission I would 
like the Deputy Treasurer to give you the details, if you care to have 
more details. 

Mr. Dootan. The mint felt they could possibly save in their opera- 
tions if they had the right to distribute coins between the banks. 
They thought if they could control that they could better control their 
production schedules and thereby make savings. They recommended 
the transfer, and the Treasurer went along with it and the transfer 
was made on December 1. 


REDEMPTION OF PAPER CURRENCY 


As to the redemption of unfit United States paper currency by the 
Federal Reserve banks, you may remember that the Comptroller 
General recommended that some time previous to our last hearing. 
I believe you made mention at that time that nothing had been ac- 
complished but at the time we were last here it was actually under 
study and we finally reached the conclusion that we would permit 
the Federal Reserve banks to redeem the unfit currency on the basis 
we could certainly save at least the costs involved in shipping all 
these pieces of currency to Washington, and on the basis they could 


at least do it as cheaply, or possibly a little cheaper, than we could 
do it. So after the study was made it was determined to make the 
transfer of that function to the Federal Reserve banks. 

Mr. CanFIELp. This results in a cost of $400,000? 

Mr. Dootan. That is right. When the job was done in the Treas- 
a there was 100 percent verification. It was decided that as to $1 
bills it would be sufficient to verify only 5 percent. 

Mr. Canrietp. What was the cost of that? 

Mr. Dootan. That was a public debt cost, and I do not know that 
I can furnish that, but I did get assurance from them that the rate 
we settled on of 30 cents a thousand was considerably less than it 
could have been done by them. 

Mr. Canrie.p. During this last year have you installed any new 
mechanical devices in your office? 

Mr. Doouan. I do not think so. We were already pretty well 
mechanized. We have been for some time. 

Mr. Canrretp. Will any direct economies be accomplished by 
consolidation of the two appropriation titles, “Salaries and Expenses,” 
and ‘Contingent Expenses, Public Moneys’’? 

Mr. Dooxan. Only in bookkeeping. 


REDUCTION IN PERSONNEL 


Mr. Canrie.p. There is a reduction in the average number of 
employees of 77 below the number in the current fiscal year. Will 
you elaborate on that? 

Mr. Dooxran. That will be taken care of by our ability to convert 

aper checks to card checks, and our ability to transfer card checks 


or prrment in the banks where we do not furnish the personnel. 
r. 


Mr. Canrietp. How many employees were requested in your 
submission to the Bureau of the Budget? 

Mrs. Priest. For this year? 

Mr. Canrie.p. For fiscal year 1955. 

Mrs. Prisst. Mr. Funk, will you break that down, please? 

Mr. Funk. 1,195. It was revised to 1,144. 


PROCESSING CHECKS, DEPOSITS, AND CLAIMS 


Mr. Canriexp. Will you kindly have inserted in the record at this 
point pages 96 through 100 of the justifications, there being no 
objection. 

(The material referred to is as follows:) 


DETAILED JUSTIFICATIONS 
(By activities) 
1. Processing checks, deposits, and claims 


Appropriation base, 1955 
Budget estimate, 1955 


Increase over base 


This activity maintains checking accounts of Government disbursing officers 
and Government-owned corporations; pays checks drawn on the Treasurer of the 
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United States; processes the documents crediting the various Government 
accounts; directs the activities of Federal Reserve banks when acting as agents 
of the Treasurer in paying Government checks; and performs certain functions 
in connection with claims relating to lost, stolen, destroyed, and fraudulently 
negotiated checks. 

overnment checks drawn on the Treasurer of the United States are of three 
distinctly different types; paper checks payable in Washington regardless of 
where issued; tabulating czrd checks payable in Wasbingtov; and tabulating 
ecard checks payable through the Federal Reserve banks as agents of the Treas- 
urer. Paper checks must be manually processed through the various clearing 
operations, while most operations on tabulating card checks are performed 
mechanically. 

It should be emphasized that the operating expenses of this activity are de- 
termined entirely by the volume and type of checks drawn for Government 
expenditures. Unit costs have been used as the basis for determining require- 
ments for handling these checks through the various steps in the clearing and 
accounting operations, which include the processing of deposits and claims, in 
this activity over a long period of time. Accordingly, the estimated funds re- 
quired can be accurately established by multiplying the anticipated check volume 
by the unit cost for handling each type of check with proper adjustment for 
material increases or decreases in work volume on a particular type of check, ete. 

A comparative statement, by type of check, showing the number of checks 

id during the fiscal year 1953, and the estimates submitted by the various 

overnmental departments and agencies issuing Government checks, of the 
number to be presented for payment in the fiscal years 1954 and 1955, together 
with a comparative statement of checkload for the fiscal years 1951-55, follows: 


Comparative statement of check volume by type for the fiscal years 1953-55 


[In thousands of checks] 
ACTUAL, FISCAL YEAR 1953 
Type and where paid 
Total Paper checks,| Card checks, | Card checks, 
Washington, | Washington, | Federal Re- 
D.C, D.C. serve banks 
Salaries and expenses appropriation _._..._._.-- 304, 296 55, 361 21, 290 227, 645 
11, 072 248 25 10, 799 
315, 368 55, 609 21, 315 238, 444 
ESTIMATE FOR FISCAL YEAR 1954 
Salaries and expenses appropriation -._--._._-_- 316, 608 50, 302 22, 182 244, 124 
328, 235 50, 515 22, 202 255, 518 
ESTIMATE FOR FISCAL YEAR 1955 
Salaries and expenses appropriation _-_____..__- 325, 484 44, 503 21, 913 , 068 
this sckdgceksuanedesenditsadn 10, 624 185 17 10, 422 
336, 108 44, 688 21, 930 269, 490 


42490—54——-16 


i 
4 
4 

¢ 

b 


240 


Comparative statement of check volume fiscal years 1951-1955 
{In thousands] 


Actual, Actual, Estimate, 
fiscal year year | fiscal year fiscal 
1951 1952 


Commerce Department 
Commodity Credit Corporation 
Department of Defense: 
Department of the Air Force 
Department of the Army 
Department of the Navy-.........-..-- 
District of Columbia 
Federal Deposit Insurance Corporation -_.- 
Federal National Mortgage Assocaition___- 
Home Owners’ Loan Corporation 
Interior Department 
Judiciary 
Justice Department 
Legislative 
Panama Canal 
Post Office Department: 
Postmasters and service. 
Surplus money orders. 
Railroad Retirement Board 
Reeonstruction Finance Corporation 
State Department. 
Tennessee Valley Authority 
‘Treasury Department 
Miscellaneous 


Grand 
11, 072 10, 624 


Total, appropriated funds 304, 296 d 325, 484 


Payable in Washington: 
Paper 


58, 263 55, 609 44, 688 
Card 21,315 


21, 930 


Payable in banks..............-..-.-- 227, 238, 444 255, 518 269, 490 


Grand total 3 ‘ 315,368 | 328, 235 336, 108 


Distribution of obligations from funds available for 1954 and funds requested for 
1956 by type of check 


1954 appropriation 1955 estimate 


Type of check 
Units (in | Unit cost 
thousands) 


Unit cost 
Units (in 
(per per 
thousand) thousands) thousand) 


$1, 742, 206 44, 503 $1, 597, 513 
366, 133 21, 913 . 362, 364 
36 259, 068 . 7. 1, 490, 123 


3, 450, 000 


Allowance for excessive check- 
load estimate and increased 
efficiency 1—175, 000 


$3, 275, 000 


1 The foregoing figures reflect workload estimates which have been closely coordinated with the agencies 
concerned and unit costs developed on the basis of the latest data available. In accordance with economic 
Policies, these estimates are reduced by $175,000; $75,000 is applied against any possible inflation in agenc 
estimates; and $100,000 is to be applied against reducing unit costs, in areas not now identifiable, throug’ 
Management savings. 


Account 

46 50 49 50 52 

163 112 115 100 100 

8. 559 17. 689 20.115 23. 000 25. 000 

28, 913 37. 392 39, 152 39. 362 38. 762 

26, 251 35, 366 37, 021 41, 000 41. 000 

721 732 783 936 1, 016 

42 42 44 48 48 

= 60 47 60 50 

323| 300| 300| 300 

254 243 243 283 283 

190 190 194 175 175 

148 166 170 189 189 

63 

9, 107 9, 980 9, 761 11, 000 11, 000 

1, 463 457 337 500 400 

179 152 125 100 67 

338 359 329 335 335 

549 7il 833 1, 020 1, 000 

189, 698 200, 526 204, 907 206, 252 209, 177 

} 777 798 843 | 176 177 

. Total 

Card, 22, 182 16. 5061 

Card, Federal Reserve bank .. 244, 124 5. 7444 ; 
Total see 5 315, 805 deed 3, 510, 700 | 325, 484 | | 
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Summary by object class 


Appropria- Estimate, 
tion base 1955 


Personal services 3 $2, 659, 397 $2, 659, 397 
Travel 

Transportation of things--- 
Communication services 

Rents and utility services 
Printing and reproduction 

Other contractual services 
Supplies and materials 
Equipment 

Refunds, awards and indemnities 
‘Taxes and assessments 


JUSTIFICATION 


The estimates for budget requirements for fiscal years 1954 revised and 1955 
are based on check volumes as reported by Government departments and agencies 
and the actual cost per thousand checks processed by this activity in the fiscal 
year 1953, as reflected in the foregoing statements. 

In the fiscal year 1953, approximately 62 percent of the cost for personal 
services was chargeable to processing paper checks. As the volume of paper checks 
decreases, cost per thousand will increase as certain supervisory positions in the 
clearance sections cannot be reduced. Regardless of the volume processed, each 
section must have a chief and assistant chief, and a supervisor for each unit. 

When Pvc checks are converted to card, the work of the Bookkeeping and 
Electric Accounting Sections is increased at least for several months, as payments 
are received in both the paper and card check accounts. The cost per thousand 
for paper checks is increased as the relation of checks to postings decreases. 

Adjustments have been made in the estimated salary cost per thousand for 
paper checks for the fiscal year 1954 revised and 1955 to cover these increased 
costs. However, a comparison of actual work volumes and costs for fiscal years 
1950, 1951, 1952, and 1953 with estimates for 1954 and 1955 will show the 
estimated increases are conservative. 


Salary cost Salary cost 
per thou- Come per thou- 
sand sand 


Completed 
units 


45, 846, 393 $33. 4946 58, 952, 000 $30. 6279 
50, 499, 972 31. 4453 50, 514, 650 31. 4194 
54, 897, 958 31. 4449 44, 687, 500 32. 0538 


In comparing these salary figures, it should be remembered that there was a 
ay increase of approximately 2 percent in fiscal year 1951 and 10 percent in 
952, as well as the periodic one step within-grade promotions required by law. 

These figures represent only salary costs in the operating division. The 

overall unit cost per thousand checks for 1955 was based upon the following 
requirements: 


Direct operating costs: 
$32. 0538 
1. 2941 
$33. 3479 


2. 5493 
35. 8972 


|| 
| Increase 
Total obligations 8,275,000 8, 278,000 
| 
Pro rata share of administrative costs: 
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VOLUME OF WORK 


Mr. CanFie_p. This request is for processing checks, deposits, and 
claims, $3,275,000, the same as for the current fiscal year. What 
about the volume of work? 


Mr. Funk. In 1953 the volume was 315 million checks; in 1954, 


328 million; and in 1955 the estimate is 336 million, the major increase 
being social security. 


GENERAL BANKING SERVICES 


Mr. CanrreLp. Without objection page 101 of the justifications 
will be inserted in the record at this point. This request is for Gen- 


eral Banking Services, $338,100, the same as for the current fiscal 
year. 


(The material referred to is as follows:) 


2. General banking services 


This activity encompasses the performance, for Government accountable 
officers and for local banks, of practically all the major functions of a general 
banking institution, including the following: 

1. Payment of Government checks. 

2. Receipt of funds for deposit to accounts of the various Government agencies. 

3. Collection of commercial checks, drafts and postal money orders. 

4. Distribution, redemption, and accounting for coin from local area. 

5. Over-the-counter and mail order sales of savings bonds, stamps and tax 
notes. 

6. Custody and issue of new United States paper currency. 

On the basis of current receipts and recent trends, the workload of this activity 
will continue to increase through 1954 and 1955. The best available estimate of 
such workloads is as follows: 


Estimate, Estimate, 
1954 1955 


Treasury checks and other obligations paid in cash... -.-....-- 375, 523 400, 000 400, 000 
Deposits received and accounted for_-_.......-.--.--........- 135, 598 150, 000 150, 000 
Commercial checks, drafts, and money orders processed for 

NR iicckcwectnintbsnirasnneameneaamanacterudanciba 4, 055, 966 4, 100, 000 4, 100, 000 


Estimate, 
1955 


Communication services 


Rents and utility services SOM 


Other contractual 3,900] 


Refunds, awards and indemnities 


Total obligations. 338, 100 


Mr. CanFiEeLp. Do you care to add anything to the justifications 
just placed in the record? 
Mrs. Priest. Not unless Mr. Funk has something to add to that. 
Mr. Funk. I might state our deposits represent an 11 percent in- 
crease between 1953 and 1955, and collection items an increase of 1 
percent. The work trend is up, definitely. 


|| 
Actual, 1953 
Summary by object class 
Appropria- 
tion tase” | | Increase 
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RETIREMENT OF CURRENCY 


Mr. Gary. The next item is “Retirement of currency.”” Without 
objection pages 102 and 103 will be inserted in the record at this point. 
(The material referred to is as follows:) 


3. Retirement of currency 


Appropriation base for 1955 
Budget estimate for 1955 

This activity performs the functions of exchange and retirement of United 
States, Federal Reserve bank and national bank currency received from local 
sources, together with Federal Reserve and national bank currency presented by 
the Federal Reserve banks. It also examines and determines the redemption 
value of all mutilated and burned paper currency presented, and issues checks 
in thereof. 

he funds requested herein are to cover requirements to perform all redemption 

functions on United States currency in Washington, and to reimburse the Federal 
Reserve banks and branches for the verification and destruction of unfit United 
States currency in the field. This activity also performs all retirement functions 
e ee Reserve currency on a reimbursable basis for the Federal Reserve 

oard. 

Statistical data relating to the workload of this activity is as follows: 


Paper currency in circulation 


All types and denominations: 


June 30, 1951 
June 30, 1952 
June 30, 1953 
Currency retired 


(Thousands of pieces} 


$26, 231, 042, 171 
27, 348, 246, 423 
28, 359, 077, 139 


Actual, 1953 


Estimate, 
1954 


Estimate, 
1955 


United States currency retired: 
Received from Federal Reserve banks..........-.---.-.-.- 
Received from local banks 
Federal Reserve currency retired: 
Received from Federal Reserve banks_ 
Received from local banks 
Fit notes delivered to cashier for reissue 
Number of mutilated currency cases received - 


1(1, 350, 000) 
34, 000 


550, 000 
10, 000 
32, 000 

45 


1(1, 350, 000) 
34, 000 


550, 000 
10, 000 
32, 000 

45 


1 To be redeemed and destroyed in the banks. 


Summary by object class 


Appropria- | 


tion base 


Estimate, 
1955 


Personal services 
ravel 

Transportation of things 

Communication services 

Rents and utility services 

Printing and reproduction 

Other contractual services 

Supplies and materials 

Equipment 

Refunds, awards and indemnities 

Taxes and assessments 


$191, 300 
200 | 


Total obligations 


| 
556, 696 
coll 9, 559 
= 32, 108 
44 
| 
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Mr. Gary. The request for retirement of currency is $603,000, the 
same as for the base of the current fiscal year, 1955. Are these the 
funds used in the destruction of old and unfit currency? 

Mr. Dootan. That includes $400,000 to be paid to the banks for 
doing the job for us. That is in this figure of $603,000. 


COST OF DESTRUCTION OF CURRENCY 


Mr. Gary. How does the cost of the destruction of currency under 
the present system compare with the prior method? 

Mrs. Priest. With the method used before that? 

Mr. Gary. Yes. 

Mrs. Priest. It is pretty new to be able to say. I think maybe 
Mr. Doolan can tell you something about that. We are just trying 
it out. We think it will be a saving. 

Mr. Dootan. The Public Debt Raves never did it on the same 
basis as the banks. They did it on the basis of 100 percent verifica- 
tion and the banks will do it for 30 cents a thousand but will only 
verify 5 percent of the $1 bills which represent about 85 percent of the 
volume. We were assured there would be a saving. 

Mr. Gary. The change was made primarily as an economy move? 

Mr. Doouan. That is right. 

Mr. Gary. On the theory that the Federal Reserve banks would do 
it for nothing? 

Mr. Dooxan. That was under the publie debt’s justification. 

I am told that when they first looked at it they had the idea it 
might be possible to get the Federal Reserve banks to do the job free 
of charge. When they examined it more closely it was obvious they 
could not insist on that job being done free by the banks. 

Mr. Gary. I am wondering, in view of the $400,000 you have to pay 
the Federal Reserve banks, whether it is justified. It seems to me it 
would be better to do the job in Washington unless it can be done more 
cheaply elsewhere. 

Mr. Funk. We clearly save $200,000 on transportation. That is a 
definite saving. 

Mr. Gary. Could you not destroy this currency more cheaply in 
Washington than setting up special safety devices and additional 
incinerators at the various Rederal Reserve banks? 

Mr. Dootan. Our agreement with the banks was that we would 
not pay them for any costs involved in building incinerators. They 
absorb the cost of building their own incinerators. After the incin- 
erators are built, I would say we could not destroy them more cheaply 
than they could. 

Mr. Gary. But you are paying them $400,000 a year, and I am 
wondering if the.cost of the mcinerators has not been included in that. 

Mr. Dootan. They agreed they would not, and we will see that 
they do not put it in. There are other minor savings. The banks 
had to do a lot of work in binding the notes, putting them in bags, 
cutting them in half; those are all jobs they had to do that they do 
not have to do now. ; 

Mr. Gary. Here is a change that you have made on the basis of 
economy. 

Mr. Dootan. Yes, sir. 

Mr. Gary. And yet you cannot give us comparative figures to show 
that it is an economy. I do not see how you can determine that it 
is an economical move unless you have comparative figures. 
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Mr. Dootan. The best I can say on that is that this was a Public 
Debt operation. The Public Debt people informed our committee 
that we could go as high as 40 cents a thousand and still be ahead. 

Mr. Gary. They must have some figures to go on, and I think this 
committee should have them. 

Mrs. Priest. I think you should have the figures, Mr. Gary. 

Mr. Gary. If this is a move for economy I am all for it, but so far 
as we know it may cost us more money, and I think we should have 
the figures. 

Mrs. Priest. | think the committee should have the figures. 

Mr. Funk. The appropriation of the Public Debt was reduced 
$773,000 last year when they took this function out of their estimate. 
We took $200,000 out of our appropriation for transportation. For 
the complete operation the Treasury is now spending only $400,000. 

Mr. Gary. If the Bureau of Public Debt can furnish some com- 
parative figures | would like to have them inserted in the record at 
this point. 

Mr. Funk. They took $773,000 out of their appropriation and we 
took $200,000 out of our appropriation. 

Mr. Gary. But that is not on a comparable basis. 

Mr. Funk. No, sir. 

Mr. Gary. I think you ought to give us comparable figures on that. 

Mr. Funk. We have no experience to tell you what it would cost us 
to make a 5 percent count on the one dollar bills, which represent 85 
percent of the total. 

Mr. Gary. Heretofore you made a 100 percent count? 

Mr. Funk. That is right. 

Mr. Doouan. The Public Debt did. They made a 100-percent 
count of everything. 

; ae Gary. Does not that 5-percent count leave a lot of room for 
raud? 

Mr. Dootan. We attempted to take care of that by insisting in 
our regulations that with the 5 percent they verify every day, within a 
month they will have checked on every counter in a particular bank, 
the point being that a money counter would never know when his 
money will be verified. 

(The following information was supplied subsequently :) 


Analysis of savings resulting from decentralization of verification and destruction 
of unfit United States currency 


Eliminated from public debt appropriation requirements in revision of 
1954 budget estimates (see hearings before the subcommittee of the 
Committee on Appropriations, 83d Cong., Ist sess., p. 177) $773, 900 
Reduction in estimated cost of transportation of unfit United States 
currency from Federal Reserve banks to Washington 200, 000 


Total reduction 
Less: Reimbursement to Federal Reserve banks for new services 
performed 
Net savings 
Cost of verification and destruction of unfit paper currency on a comparable basis 
Estimated cost of performing operation in Washington (including 
transportation costs) $690, 000 
Estimated cost of performing operation in the banks 


Indicated savings 
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MAINTENANCE OF TREASURER’S ACCOUNTS 


Mr. Gary. ‘Maintenance of Treasurer’s accounts’’ is the next item. 
Without objection we will insert pages 104 and 105 at this point in 
the record. 

(The material referred to follows:) 


4. Maintenance of Treasurer’s accounts 


Appropriation base for 1955 
Budget estimate for 1955 
Increase over base 


In order to comply with the provisions of the various laws governing the opera- 
tions of the Office of the Treasurer and to prepare the statements of account 
required of him, this activity performs the following functions: 

1. Maintains depositary, transit, general Treasury asset and liability, 
currency, public debt and numerous related accounts, together with the 
Treasurer’s account current. 

2. Prepares Daily Statement of the United States Treasury, a monthly 
statement of classified receipts and expenditures of the Government, public 
debt, and paper currency outstanding. 

An exhaustive survey was recently completed on the entire operations of this 
activity to determine the practicability of adopting a unit of work measurement 
to develop operating costs. The principal findings of this study were as follows: 

(1) The development of unit costs based on work volume is not feasible 
because the amount of work involved in the various activities does not vary 
in relation to the number of transcripts or other documents processed. 

(2) The use of cost figures, based on man-hours worked, in support of 
budget estimates would require written explanations to avoid misinterpre- 
tation because of the fact that the cost of certain functions cannot be com- 
pletely separated from the cost of other functions. 

(3) A cost system designed to derive true cost figures for the operations 
of this activity would necessitate a prohibitive amount of additional work in 
preparing and analyzing reports, in compiling statistics, and computing costs, 


Summary by object class 


Appropria- 
tion base 


Personal services $360, 700 
‘Transportation of things. 
Communication services 

Rents and utility services_._ 
Printing and reproduction 

Other contractual services 

Supplies and materials 

pS 
Refunds, awards and indemnities 
‘Taxes and assessments. 


poor S! oop 


Even though increased workloads are indicated for both 1954 and 1955 in the 
detail incident to the preparation of the Treasury daily statement, the within 
estimate provides only for the projection of current costs. 


| 
cow 
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Mr. Gary. The request for maintenance of Treasurer’s accounts is 
$386,300, which is the same as for the current fiscal year. Is there any 
additional information you wish to add at this time to what is in the 
justifications just placed in the record? 

Mrs. Priest. I think that remains essentially the same, unless 
there is something Mr. Doolan wants to add. 


TREASURY DAILY STATEMENT 


Mr. Dootan. One element has come up since we prepared this 
document. They are considering a change in the Treasury daily 
statement. It looks like there might be a little more work. Other than 
that, I believe that operation will be practically the same as last year. 

Mr. Gary. Will you use the entire funds that we appropriated for 
this fiscal year during the fiscal year? 

Mr. Funk. For this operation? 

Mr. Gary. Yes. 

Mr. Funk. Yes, sir. 


PAYMENT AND CUSTODY OF SECURITIES 


Mr. Gary. Without objection, at this point we will insert pages 
106 and 107 in the record. 


(The material referred to is as follows:) 


5. Payment and custody of securities 


Appropriation base for 1955 
Budget estimate for 1955 
Increase over base 


The principal duties of this activity comprise the payment of principal and 
interest on public-debt obligations of the United States, Government corporations 
and agencies, the Philippine Islands and Puerto Rico; the receipt, examination, 
and verification of all United States securities purchased for the cumulative sink- 
ing fund and various other accounts; and to maintain custody of miscellaneous 
securities and trust funds, including those held to secure postal savings and public 
deposits in national banks, together with safekeeping facilities for individuals and 
others for United States savings bonds. 

A good portion of the work of this Division is governed by the volume of the out- 
standing public-debt obligations. A comparative statement of public debt out- 
standing as of June 30, for the last 5 years, follows: 


Comparative statement of public debt outstanding as of June 30 


[In millions] 
1949 1950 1951 1952 1953 

Treasury bonds...............-----------------------] $110,426 | $102,795 | $93,408 | $89,708 $94, 513 
56, 260 57, 536 57, 572 57, 685 57, 886 
369 285 319 373 447 
23, 565 42, 901 57, 609 40, 217 50, 264 
Certificates of indebtedness... ........-...-.-.------- 47, 004 36, 749 30, 177 51, 521 41, 525 
11, 536 13, 533 13, 614 17, 219 19, 707 
Special and miscellaneous. - ..-..--.----------------- 2,777 2, 853 1, 358 1, 368 1, 781 
Total...............-.-.-...-.---.-----......--]| 252,027 | 256,652 | 254,057 | 258, 001 266, 123 
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Statement of workload on measurable operations 


Actual 1953 | Estimate 1954) 


United pate: savings bonds: 


) 
Miscellaneous public debt and other securities: 
Bond payments 
Safekeeping (pieces) (collateral and custody accounts) - - - - 


Summary by object class 


Appropria- 
tion base 


Transportation of things. 
Communication services 

Rents and utility services 
Printing and reproduction 

Other contractual services 
Supplies and materials 
Equipment 

Refunds, awards, and indemnities 
‘Taxes and assessments 


Total obligations 


Mr. Gary. The request for “Payment and custody of securities’’ 
is $253,100, the same as the base for the current fiscal year 1955. 


WORKLOAD INCREASES 


The workload ona to be increased. Will you be able to perform 


the necessary work with the same personnel? 
Mrs. Prinst. We will try to do it. We will shoot for it. 
Mr. Dootan. We are constantly working op savings. 


PROCUREMENT AND TRANSPORTATION OF UNITED STATES CURRENCY 


Mr. Gary. Next is Procurement and transportation of United 
States currency. Pages 108 and 109 of the justifications will be 
inserted in the record at this point. 

(The material referred to is as follows:) 


6. Procurement and transportation of United States currency 


Appropriation base for 1955 $10, 629, 300 
Budget estimate for 1955 10, 629, 300 
Increase over base 


Funds requested for this activity represent requirements to reimburse the 
Bureau of Engraving and Printing for their expense in the manufacture of United 
States paper currency, estimated at $10,292,000, and an estimated $337,300 to 
cover costs, other than salaries, incurred in the transportation of currency to and 
from the Federal Reserve banks and depositories, and expenses incident to such 
transportation which includes communication services and supplies. 

The funds requested for reimbursement to the Bureau of Engraving and Print- 
ing in 1955 will provide for the purchase of 1,275 million notes as compared with 


Estimate 1955 

Re 1¢ 36, 500 40, 000 45, 000 

139, 000 149, 000 160, 000 

259, 500 271, 000 280, 000 

14, 000 15, 000 15, 000 

| increase 

400 

253, 100 253, 100 
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1,497 million in 1953 and an estimated 1,467 million during the current fiscal 
year. 


1954, esti- 1955, esti- 
1958, actual mated mated 


Currency requir ts asi th ds of pete: 


Retirements 


Outstanding June 30__ 


‘Treasurer’s reserve stock rays thousands of notes): 
July 1 526, 7: 

PE: 1, 382, 900 

1,909,688 | 2, 148, 446 2, 023, 446 

1, 341, 828 1, 400, 000 1, 400, 008 


567, 860 748, 446 | 623, 446 


1 Includes 114 million notes requisitioned for delivery in 1953, 


The principal items of expense, comprising 92 percent of the total funds re- 
quested under this activity for other than the purchase of paper currency, consist 
of parcel post charges on shipments of new currency from Washington to the 
various Federal Reserve banks. 

Budgetary requirements are entirely dependent upon the demand for currency 
which is not subject to administrative control. Past experience has shown that 
accelerated defense and related industrial programs will definitely increase these 
requirements. 

Summary by object class 


Appropria- Estimate, 
tion base 1955 


| 
| Increase 


‘Transportation of things....._....___________- $309, 300 | $309, 300 | 
Communication services 12, 000 12, 000 


| 


Mr. Gary. The request for ‘Procurement and transportation of 
United States currency” is $10,629,300, the same as the base for the 
current fiscal year 1955. Will your requirements remain the same for 
the next year as they have for the current year? 

Mrs. Prinst. Again, it is our intent and purpose. 

Mr. Doouan. We have no reason to think it will not be about the 
same. 

INCREASED PARCEL-POST CHARGES 


Mr. Gary. If parcel-post charges are increased, will you come back 
to Congress for a supplemental appropriation? 

Mrs. Priest. Mr. Gary, I think I said there is a possibility we 
might have to. 

Ir. Funx. We have $22,000 in for the last increase. If it increases 
any more, I do not know what we will do because we have to absorb 
arg penalty-mail charge, and that will run $22,000 or $23,000 a year 
at least. 


slate res 1, 341, 828 1, 400, 000 1, 400, 000 

2, 984, 828 3, 080, 503 | 3, 096, 503 

1, 304, 325 | 1, 384, 000 | 1, 384, 000 

se ee 1, 680, 503 | 1, 696, 503 | 1, 712, 503 
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EXECUTIVE DIRECTION 


Mr. Gary. Next is ‘Executive direction.” 
111, and 112 at this point in the record 


110 
(The material referred to is as follows:) 


7. Executive direction 


We will insert pages 
, without objection. 


For organizational purposes, the Treasurer of the United States and her imme- 


diate staff, together with the clerical employees assigned thereto, are designated 
as the Treasurer’s Office. The Treasurer, through her staff, determines all 
major questions of policy, procedure, and administration within the Bureau as 
a whole, and advises and instructs the heads of the various divisions with respect 


to technical problems or involved problems of administration arising therein. 


Summary by object class 


Appropria- Estimate, 
tion base 1955 Increase 
Communication services. 1,000 
Other contractual services 1, 000 | 
Supplies and materials... 400 


Analysis of direct and indirect obligations by activity 


Appropriation estimate, 1955 


Activity 
Direct Indirect Total 
obligations | obligations | obligations 
1, Processing checks, deposits, and claims_..................- $3, 075, 800 $199, 200 $3, 275, 000 
311, 300 26, 800 , 100 
556, 000 7, 000 603, 000 
4. Maintenance of Treasurer’s accounts... ............-..---- 355, 900 , 400 386, 300 
5. Payment and custody of securities. .._....................- 237, 900 15, 200 253, 100 
6. Procurement and transportation of United States currency.| 10, 629, 300 |_......-_..._- 10, 629, 300 


For organizational purposes, responsibility for all administrative activities and 
functions of the bureau pertaining to personnel services, administrative account- 
ing, administrative services relating to mail, files, supplies and equipment, as well 
as wire communications and custodial services, is retained in the Treasurer’s 
Office. The administrative services also include the operation of a messenger pool 
for all divisions located in the main Treasury building; here is also handled the 
stocking and distribution of accounting forms used by the banks, postmasters, 
and disbursing officers; the processing of unused disbursing officers’ checks for 
destruction and the receipt and dispatch of securities, currency and coin, all 
functions peculiar to the operations of the Treasurer’s Office. 

In preparing the within — on an activity basis, the cost of these adminis- 
trative services was distributed over the operating divisions or activities on the 
basis of the number of personnel serviced in each activity except in instances 
where particular items of expense cou'd be definitely identified as proper charges 
to certain activities. The amount of indirect obligations is estimated at $333, 
or approximately 2 percent of the total estimate. 


| | 

$115, 200 | 

| 
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Standard classification schedule (direct obligations only) 


Increase (+) or de- 
crease (—) 1955 


Appropria- Apueaater Appropria- estimate over 


tion tion 


Total number permanent positions 
Average number of all employees 
Average salaries and grades: 
General schedule grades: 
Average salary 
Average 
Crafts, protective and custodial grades 
Average salary 
Average grade 


ORJECT CLASSIFICATION 


Personal services: 
Permanent positions 
Regular pay in excess of 52-week base___- 5, 15, 489 
Payment above basic rates 850 850 

Total, personal services 3. 876, 297 


6, 100 
357. 250 


Communication services_. 45. 550 45. 550 

Rents and utility services y 313, 253 

Printing and reproduction: 
Currency 


Services performed by Federal Re- 
serve banks 
Supplies and materials 
Equipment 
Refunds, awards and idemnities 
Taxes and assessments 


Total appropriation or estimate 17, 350. 000 15. 600, 000 15, 600, 000 


NUMBER OF EMPLOYEES 


Mr. Gary. How many positions are paid from this item, that is, 
= many persons are required in the direction of the Treasurer’s 
office? 

Mrs. Priest. Mr. Funk, do you have that information at hand? 

Mr. Funk. Eighteen. That includes, Mr. Gary, a distribution of a 
portion of the administrative personnel. For instance, we have a 
messenger pool in the administrative services. We assign two mes- 
sengers full time to the staff so we charge that to the staff. We also 
have assigned an internal auditor and his assistant to the staff. 
They are treated as a part of the staff. 

r. CanFreLp. Mr. James? 
Mr. James. Mr. Chairman, I have no questions at this point. 
Mr. Canrietp. Mr. Passman? 


PERSONNEL REPLACEMENTS 


wed Passman. Mrs. Priest, in your statement a little while ago you 
stated: 


The backlog in the redemption operation is due primarily to two factors: 
(1) The forced replacement of 40 experienced money counters having indefinite 
status by 40 inexperienced money counters having permanent status, but involved 
in reduction in force in other bureaus, and (2) difficulty in filling vacancies on the 
money-count operation. Not only did the replacement of 40 of our experienced 


estimate base for 
1954 1955 1955 1955 1954 
base estimate 
1, 138 1, 053 —85 
1, 094 1,017 -77 
$3, 821 $3, 937 +116 
G3-4.3 Gs-4.4 +0.1 
heme $2, 952 $3, 008 ee +56 
| $3, 859, 958 |.........- —229, 321 
—282 
| 
| 3.876.297 |.......--| —229, 603 
q Transportation of 435. 250 | | —78, 000 
| 10, 292.000 |........-.| —1, 822, 000 
Other contractual services 24, 992 18, 400 —6, 592 
400. 000 400,000 |..-.....--| +400. 000 
159. 920 159. 000 —920 
38, 300 26. 900 —11, 400 
3. 835 | 2, 350 | —1, 485 
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counters materially reduce production, but the aggregate salary of the new 
employees was $17,000 greater than that of those replaced. 

By reason of having these inefficient or new money counters, what 
do you consider your loss will be? 

Mrs. Priest. You mean on the whole operation? 

Mr. PassmMan. I am speaking of the money counters. You are 
paying the new employees $17,000 more. 

rs. Priest. Yes, due to their ratings. 

Mr. PassmMan. That created a backlog in your work, having to 
replace your experienced people with these new people? 

Mrs. Priest. That is right. 

Mr. Passman. In other words, they are 40, 50, or 60 percent as 
efficient as those who were replaced? 

Mr. Doouan. For a period of time. 

Mr. PassMan. How many money counters do you have? 

Mr. Funk. I would say we would have to put on at least a dozen 
money counters for 6 months to make up the difference between the 
experienced and inexperienced counters. 

Mr. Passman. Of course I realize this cannot be charged to you, 
but did you protest the taking out of 40 trained, experienced money 
counters, and replacing them with 40 inexperienced, untrained 
counters? 

Mrs. Prigsr. I do not believe I did very determinedly. 

Mr. Passman. If the same condition were to prevail throughout 
the Government efficiency would break down to an almost inestimable 


degree. 

Sire. Priest. I think you are right, but the civil-service law requires 
it, and you understand in many cases they had a higher civil-service 
rating and would have to come in on that same rating. I think you 
are right. We did not protest it. We felt it was the iow and we had 
to conform, but you have a good point. 

Mr. PassmMan. Does the law state you must take out your expe- 
rienced, trained personnel and replace them with inexperienced per- 
sonnel because they have civil service status? 

Mrs. Priest. The only trained ones that were removed did not 
have permanent civil service status. 

Mr. Passman. But they had been trained and had experience? 

Mrs. Priest. That is right. 

Mr. Passman. Does the law say you have to replace your trained 
and meen personnel with inexperienced and unqualified per- 
sonnel? 

Mr. Funk. If they do not have a permanent civil service status, yes. 

Mr. Steminskt. At a greater cost? 

Mr. Funk. Yes. 

Mr. Passman. I do not think that is the intent of the law. 

Mr. Doo.an. I do not think it is law. I think it is civil service 
regulations. 

Mr. Passman. I think you should have protested because it is 
alarming. If that were extended throughout the Government it would 
be very disrupting. I cannot imagine civil service a of 
the law being Coan enough to force the Department to replace trained, 
experienced personnel with untrained, inexperienced personnel. 

r. CANFIELD. Will the gentleman yield? 
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Mr. Passman. Yes. 

Mr. Canrietp. Will the gentleman from Louisiana agree that at 
this point there be inserted in the record the law and the regulation 
requiring this replacement? 

Mr. PassMAN. I would not want to put the Treasurer or any of her 
staff on the spot, but I think in such cases there should be a protest. 
It is understandable to remove civil service employees without status 
and replace them with people having permanent status, but when you 
come to replacing trained, experienced personnel with inexperienced, 
untrained personnel at a higher salary, 1 do not know how they came 
to interpret the law in that way. 

Mr. Gary. Will the gentleman yield? 

Mr. Passman. Yes, I shall be glad to yield. 

Mr. Gary. How long had these money counters been in the employ 
of Treasury? 

Mr. Funk. An average of 2% years, at least. 

Mr. Gary. Why had they not obtained civil service status? 

_ Mr. Dootan. There were no permanent appointments during that 
time. 

Mr. Gary. Why was that? 

Mr. Dootan. They were not appointing permanent people at all. 
Everybody appointed was indefinite. 

Mr. Gary. The Civil Service did not make any permanent appoint- 
ments during that time at all? 

Mr. Dootan. I think not. 

Mr. Gary. Was that the result of the Whitten rider? 

Mr. Doouan. I think so. I would like to add this, too, Mr. 
Chairman. Mr. Passman mentioned “not qualified.” I think the 
Commission feels they are qualified, they just have not had the training 
and experience. 

Mr. Passman. In other words, they had not been trained in this 
particular field. Off the record. 

(Discussion off the record.) 

Mr. PassmMan. That is all, Mr. Chairman. 

Mr. Gary. You say there were 40 money counters replaced? 

Mr. Dootan. Indefinite people. 

Mr. Gary. How many money counters do you have all together? 

Mr. Funk. Close to 130 in the whole organization. I can obtain 
the proper figure for insertion in the record. 

(The following information was subsequently supplied:) 


Average number of money counters utilized in the currency redemption division 


Burned and mutilated currency unit 
Federal reserve half note unit 
Whole note unit 
(Replacements under discussion applied only to counters of Federal Reserve 
half notes.) 


Mr. CanFieLp. I would like to say at this point in the record that 
I do not believe, from my knowledge of the effect of the Whitten 
amendment, that the Office of the Treasurer could do anything else 
but what was done. As you know, the Civil Service Commission 
has moved for the repeal of that amendment. However, as Mr. 
Passman has requested, it would be well to insert in the record the 
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amendment and any regulation pertaining thereto which prevented 
you from taking any action in this matter. 
(The following data was subsequently supplied: ) 


FEDERAL PERSONNEL MANUAL 
(United States Civil Service Commission) 


RULES AND REGULATIONS 
Part 20, Retention Preference ag ie for Use in Reductions in Force 


Suc. 20.5 (b) (2). No employee in any subgroup of the career group or the 
career-conditional group who is willing to accept a reasonable change in position 
may be separated, furloughed for more than 30 days, or subjected to greater 
reduction in pay than necessary under such reasonable change in position, if he is 
qualified for a continuing position in another competitive level in his current com- 
muting area in which an employee with lower subgroup standing is retained, or if 
he is qualified to go back to a continuing position from which he was promoted 
(or to an essentially identical position) in his present competitive area in which an 
employee with lower retention standing is retained. 

Mr. Passman. If you had protested and pointed out to the Civil 
Service Commission that by bringing in these inexperienced employees 
the salary adjustments alone would increase the cost to your depart- 
ment by $17,000 annually, and in addition that there was a substantial 
loss in the period of trainmg, do you not think there could have been 
some consideration given to continue that training? 

Mr. Doo.an. I would say ‘‘No.” 

Mr. PassMANn. You would not know unless you had asked what 
their decision would be? 

Mr. Doo.an. Of course not. 

Mr. James. I think it is a little unfair to say that these people 
should have protested against an act of Congress. 

Mr. PassmMan. Do you know what the ruling would have been? 

Mr. James. They could not have ruled otherwise. The Whitten 
amendment is the rule in this case. 

Mr. Passman. I do not know all the rules. I will find out. As I 
said in my statement, in my opinion, it would be difficult to interpret 
that law as being broad enough to force a department to take out 
experienced personnel and replace them with inexperienced personnel. 

Qualifications are one of the prime factors in it. That is the point 
I have been trying to make. 

Mr. Dootan. They were qualified but had not the training. The 
were qualified sconnding: to specifications to do this kind of job. We 
could have gotten them off the same register. 

Mr. Passman. Off the record. 

(Discussion off the record.) 

Mr. Sreminskr. That meant that these additional people earned 
about $22.9 more than the others; is that right? 

Mr. Funk. Yes. These indefinites were in the first, second, and 
third steps in the grades. All these permanents we took over were 
in the top steps of the grades. They were oldtimers. 

Mr. Sremrnskr. Do these new people who represent the $17,000 
increase, represent an average with the rest of your experienced 
people now? 

Mr. Funk. They will not yet. 

Mr. Steminskri. You might have had a few permanent people in 
there and these you let go without status might have been in a lower 
salary level, so that although you may have seemed to raise the cost 
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of government $17,000, you really improved equity in government 
by putting everyone in the Department on more or less the same wage 
level for the same work performed; is that true, perhaps? 

Mrs. Prizst. No, I do not think that would be true. 

Mr. Funk. We have experienced folks who have been on the work 
3 or 4 years who are getting far less salary than the new people who 
came in. It hurt morale. 

Mr. Sreminski. The approach here should not only be addressed 
to the increase of $17,000 more but also to what it does to the morale? 

Mrs. Priest. Yes. 

Mr. Steminsxr. And presumably Civil Service is dedicated to the 
principle of first preserving morale and then, secondly, in reward for 
morale, which you derive in integrity and in fair play, you get com- 
pensation. 

CONTROL OVER THE VOLUME OF SERVICES 


I was interested in your statement, Mrs. Priest, on page 1, stating 
on the first and second lines that the Office of the Treasurer provides 
the banking facilities for the entire Federal Government. Then you 
make the remark that you have little, if any, “opportunity to control 
the volume of services.” 

Mrs. Prizst. That is right. 

Mr. Sreminski. Though you may not have the opportunity to 
control volume, why are you not given the opportunity to charge on 
an accounting basis all other elements of government that put you to 
this expense? 

Coast Guard weather stations are to be charged to the Defense 
Department under the new system of tightening cost allocations. 
Why not get in on the act? 

Mr. Dootan. I presume that would come around to whether we 
would want to say that we would operate as the Bureau of Engraving 
and Printing, as a business-type operation, where we would charge 
for services, or whether we will do as we are doing now, getting the 
money that we estimate as close as we can to operate, thereby saving 
all the bookkeeping we would have in arriving at cost figures and 
billing and paying back—it is all Government—out of one pocket into 
the other. As long as the Treasurer’s Office has been in existence it 
has operated from an appropriation, as now. 

Mr. Steminskt. I think it is possibly sound, otherwise it might not 
have lasted as long. There is a process aborning in government to 
increase the responsibility of all bureau heads. The assumption is 
that if you do not have to account for an item by voucher or not be 
asked about it, you are apt to become careless. ‘That seems to be the 
thinking in the executive branch of Government today in realining 
cost elements to departments, though it increases bookkeeping. 

The assumption is—I do not know if it will work out—that you will, 
under this approach, have to think item costs out more thoroughly. 

Do you think you would be less at the mercy of this statement here, 
‘‘We have no opportunity to control the volume of services,’’ if you 
were able to charge for it; or would the saving not amount to much? 

Mrs. Prirst. I could not say on that, Mr. Sieminski. I would 
certainly like Mr. Doolan or Mr. Funk to tell you a little bit about 
that, to break it down a little further. 
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PENALTY MAIL 


Mr. Sreminski. Mrs. Priest, franked mail is now being charged to 
department users and the post office is going to look better in print 
because it is making these charge allocations to people that help 
put it in a deficit. If that is to be the trend in the executive branch 
of the Government, why don’t you get on the bandwagon so that 
your Department can appear to be right on the line of march with 
the rest of them? 

Mr. Canrretp. Will the gentleman yield to me? Is it not true, 
however, that in this enactment of the Congress, which permits the 
Post Off ce Department to charge various Federal agencies for what 
we know as penalty mail, there is no real savings to the Government, 
that, in fact, there are additional costs to the various agencies in the 
matter of bookkeeping? 

Mr. Funk. There are. 

Mr. Canrietp. While the Post Office Department quite frankly 
is helped in the matter of this deficit, yet the overall result is some 
additional cost to the various Federal agencies involved, and they 
are striving now to absorb those costs? 

Mrs. Priest. That is right. 

Mr. Funk. The overall cost will increase. 

Answering Mr. Sieminski’s question, we will process 330 million 
checks. That may be between 4,000 or 5,000 active accounts. We 
will have to maintain accurate accounts and charges as to the number 
of checks drawn on each one of those accounts. That would be a 
stupendous job. 

Mr. Dootan. I would like to say, too, that there may be some in- 
centive in the case of the Post Office Department, that where it will 
be required we pay the postage there may be a tendency to reduce 
mail. I agree to that. When you get into our operation where 
practically all of our costs relate to paying checks and furnishin 
currency, I doubt very seriously if anybody can write one less chec 
if they have to pay. I am sure no one is writing checks now when 
they do not have to. They would have no opportunity to do such 
acts. The amount of currency would not change. It would be the 
same. 

So I do not believe there would be the same incentive in the re- 
duction in services. You might reduce the sending of letters. But 
I doubt very much if there would be one less check written if you 
were charging the people direct for writing a check. 

Mr. Steminski. I had no fixed ideas on it. I want to put your 
Department in the proper light as far as I am concerned. One does 
not like to see the bold statement, ‘‘We have no control over the 
volume of services required,” used possibly to hang you for operating 
at a deficit as the Post Office was. I would not want that to be mis- 
interpreted in any way. Ido want to point out that here is an example 
where you cannot apply an absolute rule as applied by the Secretary 
of the Treasury. He was well-intentioned, was dealing in the millions. 

Off the record. 

(Discussion off the record.) 
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COUNTERFEITING 


Mr. James. I have said from time to time that one certain way of 
reducing efforts to counterfeit United States currency would be to print 
on the currency, as they did in the colonial times, when Benjamin 
Franklin printed the currency, the words ‘““To counterfeit is death.” 
I have here a 20-shilling note, printed by Benjamin Franklin and 
D. Hall in 1748, with the inscription, ‘To counterfeit is death.” 

Mr. Steminskr. May I observe that at that time the British had 
control of the currency, generally. We were still colonists. The 
British were worried about the desire of the people here for liberation 
and the printing of their own currency, and a possible reason for the 
statement, “To counterfeit is death,’’ was to serve British interests; 
the British knew they were sitting on a tempest. A study of currenc 
control at that period will reveal that it was more through British 
fright in losing their monopoly on the value of the bills they issued 
than it was any remarkable approach in human psychology, with all 
due respect to Mr. James. 

That was the background, British fear for the breaking of the half 
nelson that they had on the colonists, which was broken in 1776. 

Mr. James. That would admit a lot of debates. 

(Discussion off the record.) 

Mr. James. There have been suggestions of using straw, leaves 
and almost everything that has fiber in it. The most nearly successful 
thing that was considered unorthodox in papermaking is the quick 
growing pine that abounds in North and South Carolina. A mill was 
set up some years ago after it was discovered through a lot of expensive 
laboratory work that paper could be produced from that source, and 


when ep got into production it was found that it was very costly to 


prepare the fiber for paper making. 
Mrs. Priest. A lot of times that is true with a good many things. 


CRITERIA FOR REDEEMING PARTIALLY DESTROYED MONEY 


Mr. Canrietp. What are the criteria for redeeming partially 
destroyed 

Mr. Doouan. We operate under a circular issued by the Secretary 
of Treasury which says that currency which can be identified, but 
where you have less than two-fifths of the bills presented they have no 
value, unless you support that with an acceptable affidavit which 
would be to our satisfaction conclusive evidence that the remaining 

ortion of that particular bill has been destroyed beyond recovery. 

f you have more than two-fifths but less than three-fifths we are 
willing to pay one-half of the face value. More than three-fifths (but 
less than the whole) is redeemable at full face value. 

It further specifies that no payment will be made where the 
currency has been totally destroyed. Those are our simple rules. 

Mr. CanrieLtp. When the currency has been burned and _ the 
remnants or ashes are presented to you, what is the situation? 

Mr. Dootan. If we can’t identify them as money, that they are 
genuine in types and denomination, if it is less than two-fifths and the 
remaining part has been burned, it would have no value. It is as 
stated in the circular. 
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Mi. Canrietp. Are you called upon to redeem large amounts of 
eurre.icy? 

Mr. Dootan. We have sizable cases. We have somewhere in the 
neighborhood of 45,000 cases a year, and some run up to $15,000, 
$20,000 or $30,000. We have a very interesting case which recently 
came in where an owner of a mine in Utah sent in some paper money 
which, according to his story, had been buried during a flood some- 
thing like 15 years ago. Another flood just recently uncovered that 
particular money, still in straps, some of it in fairly good shape and 
other rotted away. We have many cases where quite sizable sums of 
money burn entirely, such as by house burnings, where people have 
been caching their money in odd places, tin cans, and so forth. We 
have quite a number of cases where people, rather than put their 
money in banks, will conceive of the idea of burying it. Upon 
digging it up aoe it has been rotted from moisture, or termites 
have eaten it. me of those cases run into quite sizable sums of 
money. Of course, we have just any number where they send in one 
bill, where the dog has gotten hold of their money and chewed it, 
it has been cut in half, left in their pocket while being laundered. 

Mr. Gary. Do you have a policy of charging off any money on 
the theory that some of this currency may be lost or destroyed and 
will never be presented? 

Mr. Dootan. Not to my knowledge. 

Mr. Funk. With one exception, the Chicago fire. 

Mr. Dootan. I do believe we carry on our circulation statement an 
item of $1 million opposite a caption saying that that was money 
destroyed in the Chicago fire. It must have been pretty conclusive 
evidence, I imagine, in order for that entry to have been made, that 
the money has been totally destroyed. 

That is carried on the monthly circulation statement. 

Mr. Canrietp. Month after montb, since that fire? 

Mr. Doouan. Yes. 

Mr. Gary. Would you not estimate a great deal of money has been 
destroyed without people knowing anything about it? 

Mr. Dootan. Yes, but there is no way of telling that it has been lost 
entirely. 
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Mr. Gary. And it will never be presented for redemption? 

Mr. Dootan. There is no way of telling. 

Mr. Steminski. One of the Communist’s tricks in one of the 
satellites a i or so ago, to check black-marketing and to have some 
way of making sure that taxes were properly collected, gave notice 
that all money not in the banks by a certain date would not be recog- 
nized thereafter. They changed their whole currency and knocked 
the black market out, supposedly, and gave the Reds the control of 
the wealth of the people. They knew everything about anyone who 
had anything because the money could only be replaced with money 
that was accounted for. 

(There was discussion off the record.) 

Mr. Sremrnski. Mrs. Priest, would it be possible for us to have a 
currency shakedown to determine the extent of our money situation? 

Mrs. Priest. Mr. Sieminski, that would not be a policy for the 
Office of Treasurer of the United States. It is not a policy making 
office. I could not give you any views on policy procedure. 

Mr. James. Mr. Chairman, since we are on these very interesting 
subjects, was it the Treasurer of the United States who was to tell 
us what the seigniorage fund is composed of? 

Mr. Canrietp. The regular mint. 

Mr. James. I am laying for the person who has the answer to 
that one. 

Mr. CanFiEvp. He will be here tomorrow. 

Mrs. Priest. I am glad it is not me. 

Mr. Passman. Off the record. 

(Discussion off the record.) 


CIRCULATION STATEMENT OF U. S. MONEY 


Mr. Gary. I think we should have this chart in the record, Mr. 
Chairman. 


_ Mr. Canrietp. Without objection, that statement will be inserted 
in the record at this point. 
(The chart referred to is as follows:) 
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TREASURY DAILY STATEMENT 


Mr. Canrietp. One of your functions is to prepare a daily state- 
ment to the United States Treasury as well as a monthly statement 
of classified receipts and expenditures of the Government, the public- 
debt and paper-currency outstanding. I believe that we were told 
by Mr. Doolan that some changes were being made in that. 

Mr. Dootan. It is under consideration. 

Mr. CanrizLp. You say those changes are under consideration at 
this time? 

Mr. Dootan. Yes. That was mentioned in the testimony of Mr. 
Maxwell. 


POSSIBILITY OF DEFICIENCY APPROPRIATION 


Mr. Canrre_p. You indicated in your statement, Mr. Doolan, that 
if certain changes were made you might be forced t> expend more 
funds on this function. Do you think now perhaps you might have 
to come in for a deficiency request? 

Mr. Dootan. I do not think the changes will be material enough 
for that, sir. 


AVERAGE NUMBER OF POSITIONS FOR 1955 


Mr. Gary. Mr. Doolan, you stated in previous testimony, if I am 
not mistaken, that the average number of positions requested for 
1955 were 1,144. The table on page 91 appears to show this average 
number at 1,017. 

Mr. Funk. Mr. Gary, that encompasses only the funds asked for 


under the appropriation. That is augmented by 113 employees who 
are provided for and paid out of funds from the banks, and 14 em- 
ployees who are paid ino funds advanced by corporations to process 
corporate checks. In other words, we are paying 1,017 employees 
from appropriated funds and 127 from transferred funds. That 
makes 1,144. 

Mr. Gary. Off the record. 

(Discussion off the record.) 


HIGHEST DENOMINATION OF BILLS FOR PUBLIC CIRCULATION. 


Mr. Canrietp. Mrs. Priest, is the $10,000 bill the largest printed? 
Mrs. Prizst. There is a larger Federal Reserve note. 
Mr. Canrietp. For regular circulation? 
Mrs. Prizst. No. 
Mr. Dootan. That is the highest denomination for public circu- 
r, CANFIELD. Bearing what picture 
Mr. Dootan. Chase. 
Mr. Canrretp. Are many of the $10,000 bills printed and used in 
lar circulation? 
r. Dootan. It is on the report I gave Mr. Gary. 
Mr. Funk. Seven million seven hundred thousand dollars in 
$10,000 denomination. 
Mr. Canrrevp. Off the record. 
(Discussion off the record.) 
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PRINTING COSTS 


Mr. Canrtecp. Mrs. Priest, the Government Printing Office has 
recently advised that during the new fiscal year there will be a reduc- 
tion of 5 percent in printing costs charged to Federal agencies calling 
upon that office for services. Do you know how that will affect you? 

Mr. Funx. Very little. Our jobs are big items, accounting forms 
that we furnish the banks. We get a waiver from the Government 
Printing Office to go outside sad have them printed and delivered 
to the banks. 

Mr. Canrietp. Would you be able to te'l us how much your 
printing bill is? 

Mr. Funx. Definitely. 

Mr. Canrretp. At the Government Printing Office? Will you have 
that inserted in the record? 

Mr. Funk. Yes, sir. 

(The material referred to is as follows:) 


Requirements for printing to be obtained from the Covernment Printing Office charge- 
able to this appropriation 


Fiscal 1953 (actual) 
Fiscal 1954 (estimated) 
Fiscal 1955 (estimated) 


Mr. Passman. Off the record. 

(Discussion off the record.) 

Mr. CanrFietp. Mrs. Priest, thank you and your aides for your 
presentation today. 

Mrs. Priest. Thank you, gentlemen, for a very interesting after- 


noon. I have ene it. You know, this is a case of enjoying my 


work. I have today. 


MONEY IN CIRCULATION 


(The following table reflecting the amount of money in circulation 
from 1940 through 1953 was submitted for the record:) 


Money in circulation 
{In millions of dollars] 
A. MONEY OUTSIDE TREASURY AND FEDERAL RESERVE BANKS 


Money out- 
side Treasury} Held by In actual 
and Federal | commercial circula- 


tion 
banks 


es 


I 

9, 612 1, 408 8, 204 
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B. MONEY OUTSIDE TREASURY AND FEDERAL RESERVE BANKS, BY 


DENOMINATION 
Paper currency 
| (in 
cluding 
End of month Total ativan $500 
dollars) $1 $2 $5 $10 $20 $50 $100 and 
larger 
June 1940 $599 546 35 | 1,015) 1,791 1, 599 485 | 1,013 767 
June 1941 681 625 41 1,207 | 2,289 2,047 607 | 1,244 873 
June 1942. .......... 783 45 | 1,427 | 3,099 | 3,024 824 | 1,602 875 
June 1943___._ 929 834 61} 1.793 | 4,565 | 4,77 1,195 | 2,259 1,007 
June 1944__- 1, 066 906 2,010 | 5,544] 6,326 1,699] 3,458 1, 422 
June 1945__- 1, 205 981 ve 2,215} 6,515} 8,193 | 2,132} 4,044 1, 388 
June 1946__- 1, 300 998 67 | 2,191 | 6,604 | 9,087 | 2,364] 4,387 1, 246 
June 1947 1, 355 986 64 2, 078 6, 289 , 996 2, 466 4, 808 1, 257 
June 1948 1, 421 1, 000 63 | 2,017 | 6,085 | 8,737; 2,465 | 4,945 1,171 
June 1949 1,459 | 1,008 61 | 1,971 | 5,931 , 551 | 2,426 | 4,974 1,112 
June 1950 1,496 | 1,037 61 | 1,966 | 5,891 | 8,363] 2,386) 4,940 1,019 
June 1951 1,578 | 1,092 64 | 2,011 | 6,113 | 8,663 | 2,405 | 4,947 938 
June 1952 1, 678 1,140 68 2, 054 6, 323 9, 187 2, 531 5, 166 881 
June 7 1,176 69 | 2,071 | 6,527 | 9,635) 2,645 | 5,391 849 
July 1953 1,769 | 1,171 70 | 2,055 | 6,511 | 9,660 | 2,646| 5,396 844 
August 1953____. 1,77 1, 182 70 | 2,061 | 6,531] 9,7 2,655 | 5,423 842 
1,792 | 1,207 69 | 2,060 | 6,499 | 9,694) 2,659 5,458 S41 
1,802 | 1,214 70 | 2,071 | 6,524 | 9,734 | 2,665 5,488 836. 
1,816 | 1,232 71 | 2,123 | 6,659) 9,871 | 2,689) 5,519 832 


Source: Federal Reserve Bulletin: Circulation statement of United States money. 
TuHuRSDAY, JANUARY 21, 1954. 
UNITED STATES SECRET SERVICE 


WITNESSES 


U. E. BAUGHMAN, CHIEF, UNITED STATES SECRET SERVICE 
GEORGE W. TAYLOR, ADMINISTRATIVE OFFICER 


Mr. Canrretp. We now reach the items for the United States 
Secret Service. We have before us this afternoon Mr. U. E. Baugh- 
man, Chief of the United States Secret Service. 

Mr. Baughman, you have a general statement to make at this time; 
do you not? You may saved: 

Mr. Baueuman. Mr. Chairman and members of the committee: 
The total appropriations requested to carry out the functions of the 
United States Secret Service, White House Police, and Guard Force 
for the fiscal year 1955 is $3,418,000, a decrease of $187,000 over the 
1954 appropriations aad $476,000 less than the 1953 appropriations. 


GENERAL STATEMENT 


The three principal duties of the Secret Service are protection of the 
President, suppression of counterfeiting and suppression of forgery 
of Goverument checks and other obligations. 

The appropriation requested for the Secret Service for the next 
fiscal year is $2,438,000, which is $62,000 less than requested for the 
previous year. This represents a reduction of approximately 9 agents 
and 4 clerks, and a fadbes reduction in personnel will have to be made 
to provide funds for within-grade promotions required by law. We 
will also be required to absorb approximately $13,000, the estimated 
sum needed to reimburse the Post Office Department for penalty 
mail. However, to avoid further reduction in personnel, we are 
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requesting replacement of ouly 10 automobiles instead of 20 we have 
customarily replaced. 

During the fiscal year 1953, agents voluntarily worked 80,000 hours 
of uncompensated overtime, which, on the basis of an 8-hour day, is 
the equivalent of 44 agents or $220,000 in salaries. 

The average amount of annual leave used by employees of the 
Secret Service in the past year was 16.3 days. Employees of the 
Secret Service forfeited 1,042 days’ annual leave, which represents 
$25,084 in services rendered. 

As you are probably aware, commencing in 1954, employees with 
accrued leave in excess of 30 days will be required to reduce the excess 
leave at the rate of 9 days a vear in accordance with Treasury policy 
until the maximum accrual allowable is reached. Since many 
employees of this Service have sizable leave accumulations and earn 
26 days of leave a year, this means that such employees will be in 
leave status for a period of 7 weeks during the year, thus, in effect, 
reducing available manpower as compared with the previous year 
when annual leave averaged slightly over 3 weeks. 

During the fiscal year 1953 the Secret Service received a total of 
38,834 cases and closed 37,515. The 37,515 cases closed represent 
an average of 14 cases per month per agent on the basis of 225 agents 
engaged in the field on investigative work during the fiscal year 1953. 
Yet, as of November 30, 1953, we had 12,440 cases on hand or an 
average of 62 pending cases per agent, based upon 200 agents now in 
the field doing investigative work. On the basis of estimated number 
of cases to be received by the end of this fiscal year (38,000) the 
caseload per agent is expected to reach an even higher figure. As I 
have stated before to this committee, it is my considered opinion that 
an average pending caseload should not exceed 15 cases per agent to 
permit expeditious and thorough attention to all matters. 

During 1953 special agents arrested 2,799 persons for offenses 
under the jurisdiction of the Secret Service, 112 more thaa the pre- 
vious year. Of those persons whose cases went to trial 98.3 percent 
were convicted. Counterfeiters of currency received an average 
sentence of a little less than 4 years and coin counterfeiters a little 
over 2 years; check forgers received an average sentence of less than 2 
years, but in this category only 57 percent were sent to jail, the 
remainder of those convicted having received suspended sentences and 
probation. 


FORGERIES 


The forgery of Goverament checks is still one of our principal 
criminal enforcement problems. Of the 38,834 cases of all types 
received during the past fiscal year, 27,720 were forged-check cases, 
and 26,179 such cases were closed. The amount involved in the 
closed cases was $2,119,243.44. There were 2,284 check forgers 
arrested. 

On November 30, we had a backlog of 10,189 check cases in com- 
arison with 7,504 check cases on July 1, 1952. While the check 
oad has increased, the number of forgeries per million checks paid 

has been progressively reduced in the last several years from 137 per 
million in 1948 to 88 per million in 1953. 

While we continue in our endeavors to educate merchants and 

others who accept Government checks to make certain they are 
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cashed for the rightful owners, nevertheless they are still careless in 
this respect. For instance, a tavern proprietor recently cashed a 
notice of discontinuance of allotment pay card which, on the front, 
bore the name and address of the beneficiary and the amount of the 
checks she had been receiving. 


COUNTERFEITING 


The Secret Service received 1,410 counterfeiting cases for investiga- 

tion during the fiscal year 1953, and 193 persons were arrested for 
violating counterfeiting laws. We were successful in capturing 18 
counterfeiting plants and their operators during the year. 

During the month of Neveeben in El Paso, Tex., our resident 
my with the assistance of local police, raided a counterfeiting plant 
while it was in operation, seizing some $75,000 in excellent counterfeit 
$5 notes. The counterfeiter had been under surveillance for several 
months and at the time of the raid had printed only the face side of 
the notes. We regard this case as a good example of effective suppres- 
sion of counterfeiting not only in protecting the public from losses but 
in stopping the crime at its inception before a distribution and passin: 
syndicate could be organized. Twelve such plants were captur 
before a single counterfeit note could be placed in circulation. 

The total amount of counterfeit notes and coins received during the 
fiscal year 1953 was $294,121.86 in comparison with a total of 
$773,930.94 received for 1952 or a total decrease of $479,809.08 or 62 
percent less. Of the total amount received for the fiscal year 1953, 
$178,384.49 had been placed in circulation resulting in a loss to the 
public. Agents seized $115,737.37 without any loss to the public. 

There have been reports and speculation that counterfeiting of 
American dollars abroad is very extensive and that agents of hostile 
foreign powers are responsible for such counterfeiting. However, to 
date there is no evidence to substantiate such speculative reports and 
we are satisfied at this time that counterfeit American currency orig- 
inating abroad was produced by criminals of the same variety as 
engage in such activity in this country. 

At the 22d General Assembly of the International Criminal Police 
Commission in Oslo, Norway, in June 1953, it was reported, in examin- 
ing the international counterfeiting situation, that this offense was 
still in the forefront of criminal activities and was one of the most 
important present-day crimes, it being a world-wide offense, and that 
counterfeit money was being circulated in every country in the world. 
The report stressed that counterfeits were constantly improving in 
quality and that a connection existed between counterfeiting and other 
types of crime. 

n July 1953, the French Sureté Nationale arrested six persons and 
captured a complete counterfeiting plant in which elaborate steps had 
been taken to reproduce United States currency on a wholesale scale. 
Lithographic stone plates with 54 impressions of $20, $50 and $100 
notes were use in printing $5 million in counterfeit notes. The 
perpetrators did not have thie opportunity to place one single note in 
operation. 

You may be interested in seeing the 54 impressions on one sheet of 
paper, which I have with me. 
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On September 30, 1953, the French Sureté Nationale raided another 
plant in Paris and arrested 3 Frenchmen, seizing complete printin 
equipment with $1 million of the backs of a $50 note. The back of 
this counterfeit bill is of excellent workmanship and the counterfeiters 
confessed they had learned much from their previous experience in 
issuing counterfeits, one offender having been arrested in 1949 for 
counterfeiting $40,000 in American money. They went to the extent 
of placing wool filaments between two thin sheets of paper to simulate 
the red and blue threads in our currency. In 2 weeks they would have 
completed the face of the bills and would have been ready to distrib- 
ute the notes, but in view of the good work of the French police they 
were apprehended. 

It is said that according to the Marxist theory, a capitalistic country 
should be kept in a constant state of economic turmoil and its currency 
destroyed by inflation. We recognize the possibility that Communist 
plans might also be to flood large amounts of false paper money 
perfectly duplicated in certain countries, to disrupt or ruin their 
economy. However, today there is nothing to indicate that the 
counterfeiting of American currency has been undertaken by any 
Fai power. Nevertheless, we are well aware of this potential 

anger. 

It might be a matter of interest as far as this country is concerned 
that since January 1952, of the total number of counterfeit plants 
captured, 38 percent were captured on the west coast, 33 percent in the 
Midwest, 20 percent in the Southwest, 15 percent in the East, and 4 
percent in the South. 

The East up to a few years ago used to predominate as far as 
counterfeit plants were concerned. However, it is still a fact that 
as far as quantity, or the amount of counterfeits, is involved, New 
York City and pe the east coast receives more counterfeits than 
in the West. 

Mr. Passman. Off the record. 

(There was discussion off the record.) 


PRESIDENTIAL PROTECTION 


During the past fiscal year 1,633 presidential protection cases were 
received in comparison with 2,535 for the fiscal year 1952; 105 persons 
were arrested and 97 were convicted or committed to mental institu- 
tions. 

During the past fiscal year, approximately 90 percent of the protec- 
tive research cases referred to the field for akg oe involved per- 


sons referred to as “paranoid personalities.” These persons, who 
communicated with the White House in one form or another, indicated 
by their actions or language the existence of some mental aberration. 
Without exception, all these persons expressed a desire to confer with 
the President or members of the President’s immediate family, or 
otherwise clearly indicated a definite intention of so doing. And of 
the remaining 10 percent, about 3 percent involved actual threats 
against the President or his immediate family. Another 3 percent 
involved abusive and obscene communications and about 4 percent 
included threats of suicide. 

I am pleased to report to the committee that we have received 
numerous highly complimentary letters from various officials regarding 
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the manner in which advance security arrangements are made by 
the Secret Service incident to visits of the President. I know that 
quite often groups or reception committees are somewhat apprehensive 
that when a Secret Service agent calls to make advance arrangements, 
he may restrict their plans or programs. They have been relieved to 
discover that we do not set down any policies in these matters, but 
work along with any such committees and coordinate their programs 
to include certain necessary security measures. 


MISCELLANEOUS 


In addition to the three major duties of protecting the President 
his family, and the Vice President, suppressing counterfeiting and 
suppressing forgery of Government checks, the Secret Service is 
authorized, under section 3056, title 18, United States Code, to investi- 
gate other specific violations, such as forgery or alterations of stamps, 

onds, or obligations and securities of the United States, as well as 
foreign governments, also, to investigate personnel, tort claims, 
violations of the Gold Reserve Act and Silver Purchase Act; the false 
making or counterfeiting of Government transportation requests; 
certain violations pertaining to the Federal Deposit Insurance Cor- 
poration, Federal land banks, and national farm loan associations, 
such as acceptance of loan or gratuity by farm-credit examiners, 
counterfeiting obligations of this Federal Deposit Insurance Corpora- 
tion, embezzlement by employees of Federal Deposit Insurance 
Corporation and false statements in connection therewith; and to 
detect and arrest any person violating any laws of the United States 
directly concerning official matters administered by and under direct 
control of the Treasury Department, subject to the direction of the 
Secretary of the Treasury. 

The passage of Public Law 79, 82d Congress, defining Secret Service 
powers and duties, did not give us any additional duties or jurisdic- 
tions, nor did it restrict the investigative duties of any other agency, 
but merely codified in the form of basic legislation the authority 
granted annually since 1922 to the Secret Service in yearly approprie - 
tion acts. 

AUTOMOBILES 


We are asking for 10 automobiles which are for replacement pur- 
poses only. We will have 65 automobiles eligible for trade-in due to 
mileage or age, and the cost of maintaining these cars will increase 
accordingly. However, we are asking for only 10 replacements in 
order to absorb the cost of penalty mail and to avoid further reduction 
in personnel. 

Coincident with our recent personnel reduction, we have reduced 
our fleet from 201 to 185 cars. 


Wuire Howse Potice 


The requested appropriation for the White House Police is $712,000, 
which is $18,000 less than the previous fiscal year, and will provide for 
138 police officers, a reduction of 4 below the number provided for 1954. 

The White House Police force protects the Executive Mansion and 
grounds. 
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Since the White House was officially opened to the public on April 
22, 1952, the White House Police have supervised and controlled a 
total of 1,691,9£8 visitors, up to and including November 30, 1953, or an 
average of 4,000 visitors per day for a 5-day week. 

In addition to manning their regular posts of duty, police services 
are necessary at certain social functions and receptions for escorting 
persons not having security clearance and for supervising press con- 
ferences. 

These officers receive constant training in security techniques. 

The White House Police force has one of the best pistol teams in 
the country, and only recently, at the Lower Merion, Pa., pistol 
match, placed second in a field of 52 of the best police pistol teams in 
the United States. 

The problem of protecting the White House has become increasingly 
difficult because of unsettled world conditions.’ Periodically, organ- 
ized groups appear at the White House to protest some Government 
action or to proclaim their cause. Many of these groups have sub- 
versive affiliations and it is possible that a seemingly peaceful demon- 
stration could erupt at any time, resulting in an organized attack 
upon the Executive Mansion. In such a case the White House 
Police would represent the first defense perimeter. 

The requested complement of 138 police officers is necessary to 
man the posts essential to the protection of the remodeled and en- 
larged Executive Mansion, its surrounding grounds, and the Executive 
offices adjacent thereto. 

Guarp Force 


The requested appropriation for the guard force is $268,000, which 
is $107,000 less than the 1954 appropriation. This amount will 
provide for 71 employees with related expenses for protection of the 
Main Treasury Building and its annex. 

The reduction represents a nonrecurring item of $100,000 for salaries 
and expenses of 29 guards assigned to the Armored Truck Company 
and the loans and currency activities located in the Bureau of Engrav- 
ing and Printing Annex, and a curtailment of expenses for personal 
services in the amount of $7,000 by reducing the average employment 
in the Main Treasury Building and its annex by 2 guards. 

The activities of the Armored Truck Company were transferred to 
the Director of the Bureau of Engraving and Printing on July 1, 1953, 
under authority vested in the Secretary of the Treasury by Reorgan- 
ization Plan No. 26 of 1950. An amount of $100,000 has been placed 
in a reserve for savings for the fiscal year 1954 and is so reflected in 
the 1954 figures set forth in the 1955 justification. 

By direction of the Secretary, the Secret Service will make annual 
inspections of the guard at the Bureau of Engraving and Printing and 
also at the United States mints. 

The guard force receives constant basic training in the protective 
techniques, including training in firearms, fire fighting, first aid, and 
civil defense. 

This force is operating at the very minimum consistent with its 
responsibilities. 

It is reported that crime in general has increased 8.2 percent through- 
out the United States in the past year. I take pride in saying that 
during that time the Secret Seavine. with its small force of special 
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agents, has otoatieats suppressed counterfeiting, has kept check 
forgeries at a reasonable minimum, and has continued to discharge 
satisfactorily the great responsibility delegated to us by Congress, to 
protect the President, his family, and the Vice President. 

We have practiced the most rigid economy in the performance of 
our functions. We have eliminated teletype machines in some of 
our field offices because of increased rates. We have the dubious 
distinction of being the only enforcement agency—city, State, or 
Federal—which permits its investigators to work alone in certain 
dangerous areas in New York, Chicago, Detroit, and other metro- 

olitan centers, according to a survey conducted by a private firm. 

ye realize that it 1s wise to send agents into these areas in pairs, but 
pore our limited force and our heavy caseload we are not in a position 
to do so. 

Recently we inaugurated a specialized training course designed to 
get maximum production and efficiency from our agents in the sup- 
— of counterfeiting and in our other work. If funds permit, 

hope to have additional classes for the newer agents, but if that is 
not possible, at least we have established a foundation for such 
training in the future. 

Our economy objectives, our management program, and our train- 
ing methods are aimed at serving and protecting the public to the 
best of our ability. On the basis of our requested appropriation, 
$2,438,000, and the population of the country, 160 million, the annual 
cost per capita of the Secret Service is only 1% cents. 

Undoubtedly, as long as the Government issues money and checks, 
there will be counterfeiting and forgery. So long as the Secret 
Service exists, it will continue honestly and efficiently to keep at a 
minimum these crimes against the people. 

Mr. Canrrevp. Chief, that is a very fine statement. It is readily 
understood why you should express pride in presenting it. 

Mr. Baveuman. Thank you, Mr. Chairman. 


THEFT AT BUREAU OF ENGRAVING AND PRINTING 


Mr. Canrie.p, First, Chief, I want to bring up the subject of the 
recent robbery at the Bureau of Engraving and Printing. The news 
of that happening disturbed this committee and surprised and shook 
the country. It is pleasing to hear that the efforts of the Secret 
Service and police have caused most of those responsible to be appre- 
hended, and a large part of the money taken away has been recovered. 

Would you be good enough, Chief, at this time to tell us about 
your participation in the events following this discovery of the theft. 
and the relation of the Secret Service to the operation of the Bureau 
of Engraving and Printing? I bring this up at this time because I 
am aware of the fact that our bill will probably reach the floor of the 
House in a few weeks and without a doubt members of this committee 
will be subjected to questioning by their colleagues. I know of no 
other committee currently looking into the events that hannened. 

Mr. Baucuman. Mr. Chairman, I assume you want the full details? 

Mr. CanFiep. Yes. 

Mr. Baueuman. First, before getting into details, as you have 
mentioned, the Virginia State Police, Prince Georges County and 
Mount Rainier and the Metropolitan Police did a good service. We 
are fortunate in getting the cooperation of the police. We are very 
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fortunate in having friendly relations with the police as a whole. It. 
helps us, particularly in Presidential protection matters. 

In this case, as you know, a Virginia State policeman in Middleburg 
recovered $88,000 in $20 bills which were stolen from the Bureau of 
Engraving and Printing. The following day we recovered $32,000 
on the fifth floor of the Bureau of Engraving and Printing, which 
represents a total of $120,000 recovered from the $160,000. I mention 
those figures so that maybe you can follow the story better later. 

In Virginia, also, we recovered approximately $4,700 in small bills, 
that is, 1’s, 5’s, and 10’s, which obviously was change from the passing 
of these $20 bills. In addition, we recovered $1,390 from the home of 
James Ru/us Landis, the Bureau of Engraving and Printing employee. 
So there is approximately $6,000 in small bills which was probably 
derived from the passing of the 20’s. 

Landis’ mother paid $1,200 for a 1953 car. However, he claims, 
and his mother does, that was her own money and that he only put 
up $120. 

Today, on those figures given you, that leaves roughly $40,000 to 
be accounted for in the $20 bills. It is either stashed away or has 
been spent. To date we have recovered 416 bills of the $20 bills 
that were passed, or a little over $8,000. So, the $20 bills still missing 
total about $32,000. 

It is interesting that in 5 of the 20 bundles that were not recovered, 
or a total of $10,000, no bills have been spent from these particular 
bundles. In other words, from all the other bundles—when I refer 
to a bundle, that represents 100 bills or $2,000—bills have been 
spent from each of the missing or the remaining 15 bundles ($30,000). 

As for the offense, Landis at first told us that he met a stranger 
from New York, a mysterious Mr. Shapiro, who conceived this plan 
to steal the money. Landis said he owed Shapiro $2,000, as a result 
of his borrowing money from Shapiro to lend out on interest to other 
employees and Friend. 

It took us some time to finally convince Landis that we knew he 
was not telling the truth. 

Incidentally, he said that Shapiro just walked into the Bureau of 
Engraving and Printing and Landis walked out of the room and 
handed over the money, and off Shapiro went. I think we have the 
story now. Landis claims that he alone is responsible for the theft. 

It was originally reported that this money was taken on December 
31. Apparently it was taken on December 30. On that morning 
Landis called a cousin of his, a fellow named Nelson, and told him to 
get a tin metal box and have it for him that evening. 

Landis since last August had conceived this idea of the plan to 
rob the Bureau. It was about a month before the robbery that he 
thought he had the perfect plan. We have information that he 
confided to Nelson about a month before the robbery that he had 
9 plan worked out and he knew how to get the money out of the 

ureau. 

Going back to the morning of December 30, Landis arrived at the 
Bureau shortly before 7:30, at which time he was due to report to 
work. He entered the Bureau at the 14th Street entrance with two 
dummy packages. By “dummy packages” I mean packages of the 
same size as the genuine bills were wrapped in. What had happened 
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was that several months before he had taken home two wooden 
blocks which are used at the ends when they package genuine cur- 
rency. He had in August also taken some of the brown wrapping 
paper used by the Bureau in wrapping genuine money. 

Several months later, the Bureau changed its wrapping paper, which 
would make any switch obvious to anyone down there, with the result 
that Landis took additional brown wrapping paper of new type and 
rewrapped this dummy package. 

He had these wooden blocks at each end, and in between he had 
ordinary paper cut to the size of genuine currency. He claims that 
he was interested in a baseball team and that he had this plain white 
paper cut a long time ago to hand out to friends with written notations 
on the sheets that the ball game would be played here and there, so 
they would attend. 

Then he suddenly discovered later that it was the same size as the 
currency, with the result that on one or two occasions he would make 
a “flash roll’? with this white paper in between genuine money. 

Anyhow, he walked into the Bureau of Engraving and Printing 
that morning, past the giard and continued on. He had this paper 
wrapped in other wrapping paper, and he noted that the guard 
watched him closely. It has never been the practice to search anyone 
coming into the Bureau with packages. They are supposed to go 
directly to a package or receiving desk nearby and turn any packages 
in, and then recover them when they leave. 

He noticed this guard watching him and he made the pretext of going 
over to the package section, and when he saw the guard’s attention 
was diverted, because there is a great crowd that comes in at that 
time, he went down the hall with the package taking an elevator and 
went to a trash can on the third floor in a men’s room and deposited 
these two dummy packages at the bottom of the trash can under a 
burlap bag which is within the trash can, so that anyone who would 
take any of the rubbish out would leave the packages remaining. 

Then he went to the packaging room where he was employed as a 
checker and distributor. Landis 1s one of 5 employees who has access 
to the vault in thisroom. He has more or less freedom of the Bureau 
because he is constantly taking packages of currency from one section 
to another for correction or a check. 

He went to work. One of his jobs this day was to assemble dollar 
bills on a platform so they could be put through the wrapping machine. 
From previous experience he knew it would take the persons wrapping 
these bills 20 minutes before he would have to put any more on. 

At 10 minutes of 8 that morning he had completed this little job 
and he walked over to the skids. These skids are a sort of truck on 
which packaged currency is placed. They are brought out each 
morning from the vault to allow more space in the vault so the em- 
ployees can work there in checking currency. He merely walked over 
and took 2 packages of $20 bills off a skid, wrapped some paper around 
them, went out of the room, down to the basement, took an elevator 
up to the fifth floor, and in a far-off corner of isolated storage space he 
put the 2 packages under a skid, with some rubbish and trash. At 
this time be emptied one package (40 bundles) and over half of the 
second package (24 bundles) or $128,000 into a paper bag putting 
the remaining 16 bundles or $32,000 into a second paper bag. He 
brought these 2 bags folded in his pockets, to the Bureau that morning. 
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He retained the ends off the 2 packages, the ends containing the 
labels. He had sufficient time to return to work just before his 
dollar bills were exhausted. 

At 10:40 he had a recess period or rest period. He went to the 
men’s room on the third floor, and under the hot water was able to 
separate the labels from the ends of the brown wrapping paper that 
he had taken from the packages on the 5th floor. He then went to 
the trash can and got his 2 dummy packages and went into a toilet 
with a door. He had glue in an ink bottle on his person that he 
brought in that morning and he pasted these labels on the dummy 
packages. This was all done within 15 minutes. 

He took the 2 dummy packages back to the packaging room and 
put them on a skid near the one from which he had taken the 2 pack- 
ages containing genuine bills. He also had previously, in the men’s 
room, placed a date, December 31, on each of the dummy packages. 
That is the regulation there, that when any of these packages are 
broken, rechecked or counted, you record the date on which it occur- 
red, with your initials. In this case he used initials other than his 
own. 

As I recall, the original dates were December 16 and 17. He 
placed the date of December 31 on these two dummy packages, 
although this was December 30. He had planned not to go to work 
the following day, because when the theft would be detected he 
thought that suspicion would not be directed toward him as records 
would indicate he was absent. 

That day about 3:10 he left the packaging room, changed to street 
clothes in his locker room, went upstairs to the fifth floor and took 
the paper bag containing the $128,000. He did not take the remain- 
ing $32,000 which we recovered later because he thought it made 
the first bag a little too bulky. 

He inserted on the top of the bag an old pair of trousers. He left 
the Bureau at 3:30, and in walking past the guards, pulled out one 
leg of the trouser to indicate the bag contained clothing and went 
on out. This is off the record. 

(Discussion off the record.) 

Mr. Bauauman. He left the Bureau and went to Nelson’s house. 
Nelson was the fellow he had told to get the metal box, a cousin of 
his. He put the money into a steel box which was on the bed and he 
told Nelson he could have some to pay bills, and then Landis left and 
went to his home. 

Later that night he got a phone call from Nelson saying that 
another cousin, Patterson, was there and he wanted to know if he 
could have some of that money. Landis said, ‘‘Well, a few bills.” 
But apparently, from what we can gather now, Patterson took quite 
a few bills. 

I understand that he stuffed all his pockets with these bundles. 
We know he went to a crap game that night and he was supposed to 
have $6,000 or $8,000. And also the same night apparently he had 
a few drinks and someone tried to steal some of the money from him. 
He caught the fellow and believes he recovered most of it, but that 
is questionable. 

Then at the same time there are others involved, Giles and a 
girl named Chase. They went out on a passing spree. Most of the 
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money they spent was in buying liquor, half pints. They did buy 
some merchandise. 

Landis got word about Patterson being in this dice game and 
about throwing all this money around. It was then that he began 
to worry and knew that something might happen, that he would get 
caught or suspicion might be directed toward him. As a matter of 
fact, on January 4, the me: the theft was reported to us, that after- 
noon the Prince Georges County Police reported to us about these 
fellows spending all these 20’s, and naturally, Landis being a cousin 
to Patterson, suspicion would have been directed toward Landis as 
an employee of the Bureau of Engraving. 

Landis then decided to go to work on December 31 in order to 
remove the remaining $32,000, but did not do so. On January 4, the 
theft had become public and was in the newspapers. That night 
with a neighbor, a fellow named Giles, and Landis’ wife, they took 
the money to Middleburg, Va., to a farm and left it with his father- 
in-law, Grant, with the understanding that he would bury it. 

Landis made the remark there that even if they were caught he 
would only get a couple of years and would then have all this money 
when he got out. 

That, generally, covers Landis or his part of the theft. 

Mr. Gary. When did he buy the car? 

Mr. Bavauman. They bought the car on Saturday, January 2. 
They stole the money on the 30th, which was Wednesday. 

Mr. Gary. Did he pay for that in $20 bills? 

Mr. Bauauman. No, that was in small bills. He paid for it, but 
he claimed he got the money from his mother. 

Mr. Gary. Did he pay for it with the stolen bills? 

Mr. BaueuMan. No; not in 20’s. We do not know if it was from 
the proceeds of the 20’s. He claims that that was his mother’s: 
money, $1,200 in cash. He claims he himself only put up $120. I 
believe they made a deposit of about $1,300 on this car, which sold 
for $3,600, a 98 Oldsmobile. But the point is that the down payment 
on the car was paid for after the theft. 

Mr. Gary. After the theft? 

Mr. BaueuMan. Yes. 

Mr. Gary. And it was paid for in small bills? 

Mr. Bauauman. Yes. 

Mr. Gary. And the agent from whom he bought the car did not 
make any report of it? 

Mr. Baueuman. No. This is off the record. 

(Discussion off the record.) 

Mr. BaveuMan. I believe that more or less concludes the story 
about Landis, or defendant, in this case. 

Mr. CaNFreLD. When were you as Chief of the United States 
Secret Service advised of this crime at the Bureau of Engraving and 
Printing? 

Mr. Bauauman. Approximately 10:30 a. m. that morning. I can 
give you the exact time. Actualiy, our Washington field office, the 
agent in charge, was notified shortly before 10 a. m. 

Mr. What date? 

Mr. BaucuMan. January 4, 1954. 

Mr. CanrieLtp. Which was how long after the theft? 

Mr. BaucuMan. The theft was detected about 9 a. m. that morning. 
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Mr. Canrietp. The morning of the theft? 

Mr. BauGuMan. Yes. 

Mr. Canrietp. The morning after the theft? 

Mr. Baucuman. The suspected theft was detected about 9 a. m. 
the morning of January 4. 

Mr. Canrietp. Which was how long after the theft? 

Mr. Bauauman. We were notified around 10 a. m., or a few minutes 
before, about an hour after the theft was suspected. 

Mr. Canrrevp. January 4 was 5 days after the theft? 

Mr. Baueuman. Yes. That was on a Monday, January 4. The 
theft occurred on the 30th. 

Mr. CanFrevp. Will you tell us, Chief, what you know of how the 
theft was discovered? How do you understand it was discovered? 

Mr. BaucuMan. I understand one of the employees there in trans- 
ferring the package from a skid to a shelf noticed the lightness in 
weight. There is about 2 pounds difference between the so-called 
dummies and the genuine currency, with the result that he opened the 
package and saw the blanks. 

Mr. Canrretp. What did he do? 

Mr. Bavcuman. I am assuming something, but obviously he re- 
it to his immediate superior. Thence it was reported to a 

r. Bell. He is an internal auditor. Mr. Bell notified the agent in 
charge of our Washington field office. They thought at first appar- 
ently that the packages might have been misplaced. 

As I understand it, they made a little check, and that was the delay 
for not reporting it to us right then. They thought they might locate 
the missing packages. 

Mr. Canrietp. What agency apparently bas charge of protection 
at the Bureau as to guarding of these funds of the United States? 

Mr. BauauMan. At the present time that is the responsibility of 
the Director of the Bureau of Engraving and Printing. It was on his 
request, or suggestion, and we agreed, that the guard force be returned 
to the Director, because previous to this there has always been a ques- 
tion as to jurisdiction. The law reads that the Director is charged 
with the business and operation of the Bureau. 

When the Secret Service took over the guard force some years ago 
it was a question whether the Chief was working under the Director. 
As I say, there was always a question of jurisdiction and responsibility. 

We thought and believed, rightly so, at the time that they could 
manage and operate the guard force as well as have it under our 
jurisdiction. There was previously involved a lot of reimbursement 
and finances because of the guard force being under the Secret Service. 

Mr. Canrre_p. When was this change of jurisdiction effective? 

Mr. Bau@uMaNn. July 1, 1953. 

Mr. Canrretp. As far as the guard force itself is concerned, the 
men are the same personnel? 

Mr. Yes. 

Mr. Canrrexp. Is it possible that the transfer of guards to the 
Director of the Bureau of Engraving and Printing could have aided 
in any way this theft? 

Mr. Baueuman. I do not know unless—and could not say so with 
any certainty. The guard force is still the same. It is a good guard 
force, considering the salaries they get, $2,700 a year to start. Perhaps 
there is a laxity as to these packages coming and going. There is no 
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question about it. They should be checked. But with thousands 
of people going out at one time it is almost a physical impossibility 
unless there is a change. 

What has to be done there, I am convinced, is to establish a security 
setup as far as packages are concerned. The system will have to be 
changed entirely. In the past sometimes a guard would make a 
cursory inspection. Even in a woman’s pocketbook she could carry 
out any amount. This case is a theft due to some laxity by an 
employee or employees. It is the same as if someone in a bank had 
gone to the vault and taken money out. In this case he did not have 
to take the money out in a bag. He could have carried some of it in 
his pockets and walked by the guards. They have no power to 
search any employees unless 

Mr. Gary. It was indicated to us I thought by somebody who 
testified before, either the Secretary or one of the assistant secretaries, 
that this man did have on a jacket and that the assumption was that 
money was packed in this jacket. 

Mr. BauGuMan. That was considered true at that time. We had 
that information, that he had a coat with false pockets in the tail, 
and carried the money out that way. But now I believe the story is 
that he carried it out in the paper bag. 

Mr. Gary. He brought it out in a paper bag instead of the jacket? 

Mr. Baucuman. There is no question that at Christmas and even 
before—this is after Christmas—that he just walked out. As I say, 
while the bag should have been checked, there is no questioa-—— 

Mr. Gary. He could not have carried it all at one time? 

Mr. Baveum[n. No; but if it had not been detected immediately 
he could have taken out quite a quantity. 

Mr. Gary. Do you think he carried all of this money that he stole 
out at one time or did he make several trips? 

Mr. Baveuman. No; just one trip. He was going to take the 
$32,000 out later. He was afraid of making the bag too bulky by 
carrying it all out. 

Mr. Gary. How much did he carry out? 

Mr. BauGuMan. $128,000. 

Mr. Gary. And he carried it all out at one time? 

Mr. BaueuMan. Yes. 

Mr. Passman. Off the record. 

(Discussion off the record.) 

Mr. PassMan. It was my understanding that $160,000 was taken 
out of the Treasury. 

Mr. Baucuman. Mr. Passman, he carried a total of $128,000 and 
we recovered $32,000 in the Bureau, which accounts for the total 
of $160,000. 

Mr. CanrieLp. How many pieces did he carry out? 

Mr. BauGuMan. Sixty-four bundles. When I refer to “bundles” 
I reseen $2,000 or 100 $20 bills in each bundle. That has a paper strap 
around it. 

4 CANFIELD. Would that not be a sizable package and be of some 
weight? 

Mr. BauGcuMaNn. This bag was almost a foot in diameter and 16 to 
18 inches high. He did not carry them out intact. He broke the 
packages. 
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Mr. James. Did you say he covered them with an old pair of 
trousers? 

Mr. Yes, sir. 

Mr. James. So they did not look like a package? 

Mr. Baucuman. That is a common habit of the workers, to take 
soiled clothes out that way. 

Mr. James. He pulled a trouser leg out to show that there was 
nothing but clothing? 

Mr. Baucuman. That is right. 

Mr. Canrretp. How long had he been an employee of the Bureau? 

Mr. BaveuMan. Since 1941 or 1942. 

Mr. Canrretp. Did he have a police record of any kind? 

Mr. Bauauman. No trouble before. 

Mr. CanFietp. However, he was related to people that had records? 

Mr. Bavuguman. No. These other fellows did not have police 
records. Maybe they had a traffic violation but no criminal record. 

Mr. Canrievp. Off the record. 

(Discussion off the record.) 

Mr. Canrietp. Chief, someone in the Bureau of Engraving and 
Printing according to the press or press reports made a statement to 
the effect that we sort of let our guard down during the holidays. Did 
you hear of any such statement? 

Mr. Baucuman. Yes. From what I read in the press, Mr. Holtz- 
claw said that. 

Mr. Canrtep. I was also under the impression, maybe I have not 
been well informed, but I have talked with men and women who bave 
been employed in the Bureau for many years, and they have helped to 
build up this impression that we have; that that could not be done in 
the Bureau of Engraving and Printing; that people could not walk out 
there with large sums of money; that they had, as I told the Secretary 
the other day, a foolproof system. Apparently that is not so. 

Mr. Baveuman. No. We have said that before ourselves. I think 
a person becomes complacent at times when nothing ever happens. 
As I said, if this person were honest it might not have happened, 
but the fact is it happened. The way he did it was not necessarily 
simple but so easy, on the surface, walking througn the hallways 
with these packages and nothing was said or done. 


HISTORY OF THEFTS IN THE BUREAU 


Mr. CanrFretp. You said, ‘when nothing ever happens.” What is 
the record in the Bureau as to thefts in the past? 

Mr. Bauguman. I saw a little press release on that. I think for 
the last 30 years they said that about a total of $2,800 was missing. 
Mr. Holtzclaw can explain this much better. That included some 
currency and some unfinished sheets. Some might have been lost, 
as I got the impression. They recovered a good amount of that. 

Our last record of anything of that nature—it was not from the 
Bureau of Engraving and Printing—was there was a theft of $4,000 
in $1 bills in 1943 from the Treasurer’s vault by 3 men, whom we 
arrested a couple of weeks later. They were employed by the Treas- 
urer of the United States. 

Mr. CanFievp. So far as you know in recent years there have been 
no large thefts? 
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Mr. Baucuman. No, nothing like that. This $4,000 case I men- 
tioned was the largest I know of. It was in the Treasurer’s vault in 
the Bureau Annex. 

AMOUNT OF MONEY STOLEN 


Mr. Canrie.p. Subsequent to the first disclosure of this thievery 
at the Bureau, Chief, there was a radio report quoting Mr. Holtzclaw 
that he was not too certain that $160,000 was the full amount missing. 
Do you know anything about that? 

r. Baucuman. No, I do not. Of course, we were all interested 
to see if there was more money missing. They made a check, I 
know. By that night in that particular vault this was the only money 
missing. 
CONTROL OVER GUARD FORCE 

Mr. Canrretp. Currently, as the United States Chief of the Secret 
Service, you have no direct control over the guard force of the Bureau 
of Engraving and Printing? 

Mr. BaucuMan. No, we have no jurisdiction there, except that 
when thefts are reported to us we investigate them. In the past we 
had, let us say, joint jurisdiction over the guard force. As far as 
these internal controls, the Secret Service never had jurisdiction in 
that respect. 

The movement of currency from one room to another is what I am 
speaking of as internal control. This was entirely a Bureau of 
Engraving and Printing matter. 

Mr. Gary. Do you think that changing the supervision of the 

ard force from the Secret Service to the Bureau of Engraving and 

inting had anything at all to do with the theft? 

Mr. Baucuman. I do not know, Mr. Gary. We had, up until 
July 1, two agents there, and then when we split the guard force, and 
then with the reduction that we had to make, we eliminated those 
positions. 

There is no reason for the agent necessarily to be there to have super- 
vision of a guard force over which we had no control. That is why 
we withdrew them, and then, as I said, we had a reduction in force 
and that was one spot to absorb a couple of positions. 

Mr. Gary. Do you think they were helpful? 

Mr. BavuGuMan. From a psychological viewpoint, yes, perhaps 
they were helpful. Just the presence of 1 or 2 agents there might have 
been a deterrent, because it is a fact that Landis said he conceived this 
plan in August, which was a month or so after we left. 


SURVEY OF GUARD FORCE 


Mr. Canrte.p. Do I understand, Chief, from what you have told us 
that in the Treasury Department today a Fay, eb review is being 
made of the protection and guard picture in the Bureau of Engraving 
and Printing, with a view to preventing such thefts in the future? 

Mr. BauGuman. Yes, as I read in my statement. In connection 
with the transfer of this guard force we were instructed to make an 
annual inspection of the guard foree, and the adequacy of the guard 
force only. Now, the Secretary has directed that we make a complete 
survey, not only of the guard force but also the internal security, 
make recommendations, and then see that they are enforced. 
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Mr. Canrrevp. Off the record. 

(Discussion off the record.) 

Mr. Passman. Chief, are the merchants or business people who 
accepted that money in good faith the losers in the event it is recovered 
from them? 

Mr. Baucuman. No, Mr. Passman. If they are innocent holders, 
they will be refunded the $20. As a matter of fact, we gave some 

ublicity to that because we know there are so many bills outstanding 
hey admit passing 100 bills in Baltimore and vicinity, but we have 
not received one $20 bill from that section. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Vurse.u. Would it be possible to place a better guard service 
over the particular area where they come in contact with and have 
an opportunity to pick up this money and take it out? 

Mr. BauauMan. Well, that might mean, Mr. Vursell, that you 
would have to have a guard in practically every room. You would 
have to have a tremendous guard force. I think with some of the 
new equipment out today we can have the proper surveillance, and 
we will make recommendations accordingly. 

Of course, like anything else, there is always the expense involved. 
The guard force protects the doors and anyone coming in from the 
outside. They do not patrol the hallways during the daytime. They 
do at night on the night shift when the employees have left, particu- 
larly for fires, and chec’x the vaults and safes to see if they are locked. 

Mr. Vurseuu. I take it from what you say there is a large area 
where this money is handled and a good many employees have access 
to it? 

Mr. BauauMan. Yes, sir, that is right. 

Mr. Vurse.. In that case, it would require quite a security force 
to make certain that 

Mr. Bauacuman. It would require a tremendous force. 


SIZE OF GUARD FORCE 


Mr. Gary. How mang have been cut off that force? 

Mr. Baueuman. The guards that we were being paid for under 
reimbursable payment prior to July 1, 1953 amount to 125. I 
think it was larger before. 

Mr. Taytor. I believe there are still 125 at the Bureau. 

Mr. BauGuMaNn. They should have that number now. The number 
was not reduced as of July 1. In previous years there was a reduction. 

Mr. CanFietp. When was the reduction? 

Mr. Taytor: In 1952 and 1953 the services of 125 guards were 
furnished the Bureau of Engraving and Printing on a reimbursable 
basis. Prior to that the funds were intermingled in the appropriation 
and we received only a partial reimbursement for services rendered. 
Guards assigned to activities of other Treasury Department activities 
housed in the Bureau Annex were included in the overall figures and 
paid from the direct appropriation made to the Secret Service. 

I cannot tell from my figures here just exactly the total number 
we had at the Bureau prior to 1952. 1 think it ran, I would say, 162 
to 125. I can give you the total appropriation for the guard force 
from 1944 down to 1955 on the direct appropriation, if that will help 
you any. 


280 


Mr. Gary. Although the guard force is the same, 2 agents have 
been removed? 

Mr. Baucuman. Yes. 

Mr. Gary. Has anybody been put in their places? 

Mr. BaucuMan. No, sir. 

Mr. Gary. Two Secret Service agents? 

Mr. Baucuman. Yes, sir. One was an agent in charge. He had 
charge of the guard force at the Bureau and also the guards of the 
Treasury Building. 

Mr. Vursexu. It would seem to me that, as you suggested a minute 
ago, with nothing having happened, no thefts, naturally a complacency 
would grow up with the result that this thing occurred. Probably if 
there had been more guards and more vigilance it would not have 
occurred. But if I might make the observation, since this has 
happened I think it is well they are looking to greater security. 

Mr. Baucuman. I think there can be a greater tightening of 
security there all around. Off the record. 

(Discussion off the record.) 

Mr. Canrtetp. Chief, it is good to hear of the intensive investiga- 
tion that is going to be conducted into this theft and of the program 
of the Treasury fepazennent to prevent a recurrence. 

It should be emphasized to you and to your superiors in the Treasury 
Department that this committee in charge of appropriating funds for 
the Treasury will certainly be glad to receive you or your chiefs any 
time you have a program you feel will meet the problem, because this 
committee does not want to hear of anything like that happening 
again if it can possibly be avoided. 

Mr. Baueuman. That would be very helpful, Mr. Chairman. 

Mr. Sremrnskt. In the event this had not been detected and the 
flow line had been uninterrupted, who would receive the dummy 
packages, some Federal Reserve bank? 

Mr. Bauauman. They would have eventually gone to the Federal 
Reserve bank in New York. 

Mr. Sremrnski. Suppose even there it had rested for 6 months or so, 
or had not been detected and had gone on through to some subsidiary 
bank, and then had been discovered, would a claim have been made? 

Mr. BavuauMan. Yes, against the Government. Normally, the 
Federal Reserve bank would open the packages there before they sent 
them to a member bank and it would have been discovered there. 
We could undoubtedly have determined—— 

This is off the record. 

(Discussion off the record.) 

Mr. Sreminskt. I was interested in the line of questioning from a 
claim angle. Assuming that a financial crash was in process and there 
was a run on the banks, as there was in the 1930’s, and some thievery 
had taken place and some banks had found dummy packages and 
discovered losses: measure that situation against the impact such a 
disclosure would make, in a crash period in the highest place in the 
land; the question is, do you think in the past,’in financial crashes, 
such things have been uncovered but not reported, and the Govern- 
ment swallowed the loss and went about its business? 

Mr. Bavauman. I doubt if it happened. I think we would have 
heard by rumor or somehow that there might have been some thefts. 
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Mr. Sremrnskt. You see—when you have little people coming 
before judges around Christmastime, as we just witnessed with the 
rash of drink, murder and thievery that is breaking out in the land, 
it usually accompanies a situation unfavorable with the people. So 
it was in the thirties. 

Would you have any idea what the average per capita debt, in 
spite of all we hear, and reports that we get, that bank deposits are 
at an all-time high, in regard to people who earn $3,500 a year or 
under in this country today is? 

Mr. Bauauman. No, I have no idea. 

Mr. Sreminskr. Do you know what might have motivated this 
chap to do what he did, having the record that he had of no convictions 
in the past? 

Mr. BaucuMan. Just as he said, a desire to have some available 
money and take care of his family a little better. Those things are 
hard to determine, why they commit such thefts. 

Mr. Sreminskr. I think Mr. J. Edgar Hoover once advised the 
bankers of America that all possible temptation should be removed 
from the handlers of money, like tellers, among whom a rash of thefts 
broke out in the depression. He urged bankers to pay them adequately 
as a step in lessening the temptation to steal. The bankers got smart 
and raised the salaries of their tellers, made them first-class employees, 
with first-class compensation. 

Do you feel that for those handling cash in the Bureau of Engraving, 
we have done everything possible to remove the temptation of theft, 
even if it means reclassifying the whole department to put in people 
with highest possible qualifications? Are we operating on a sound 
basis in relation to the advice Hoover gave bankers? 

Mr. Baueuman. I doubt if in this case, even if this fellow were 
making more money, he would have altered his course of action that 
he took. Of course, with the bank teller the situation is entirely 
different, but salaries should not necessarily govern honesty. 

Here was a distributor-checker who veally just carried packages 
from one place to another, with really no responsibility—except that 
he was in a position to take this money. 

Mr. Sreminsxr. Thank you, sir. 

Mr. Passman. Landis is a colored man, is he not? 

Mr. BauauMan. Yes. 


NUMBER OF EMPLOYEES IN THE BUREAU 


Mr. Passman. How many employees are there in the Bureau of 
Engraving and Printing? 

Mr. BaucuMan. I understand around 5,100. 

Mr. Passman. Do you have many colored people there, percentage- 
wise? How many would be colored? 

Mr. Baueuman. I am not sure, Mr. Passman, but I do hear—you 
could check with the Bureau—that over 50 percent are colored. 

Mr. PassmMan. That is all. 

Mr. Canrievp. Are there any further questions at this time? 

Mr. Stemrnski. Chief, do we have your assurance that no matter 
what the policy of our Government or the Congress is, that if in your 
wisdom and experience as Chief of the Secret Service, you note a 
misstep made or about to be made, you can and will feel free to register 
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an observation that such a step might not be in the best interest? 
And this without feeling that retribution or recrimination will set in 
against you? 

Mr. Baucuman. Yes; I have been quite frank here. I have not 
reserved —— 

Mr. Steminski. The thing that disturbs me as a Member of Congress 
is that when so many good ideas presumably go before the Bureau of 
the Budget the razor whips out and they say, ‘Slash across the board,” 
and you go out of their conference with many stillbirths of which we 
know nothing; and then the Congress, the chairman here and the 
rest of us, may one day have to answer for it? 

I would like to uncover to what extent unilateral action possibly 
exists in the Bureau of the Budget on the pretext of saving Uncle 
Sam money. I wonder if a report shouldn’t be made disclosing the 
type of ideas and their cost rejected by the Bureau of the Budget; a 
report that would say these are the projects, these are the ideas we 
wanted but the Bureau said that we did not have the money so they 
slashed us across the board. 

I want to see the system of checks and balances working like it is 
supposed to; and I want to know that men like you in the executive 
branch of Government have some place of appeal after the razor 
slash. You tell me you have. Iam happy. Thank you. 

Mr. Baueuman. I did not say I have. I am talking quite frankly. 
I thought you were referring to this particular case or any subjects 
that have been passed. The Bureau of the Budget will allot you so 
much and you naturally work on what they give you. You make 
the most of it. 

Mr. Sreminskr. You see, what I have in mind, Chief, is to put in 
possible legislation allowing the Bureau of the Budget to keep official 
reports of rejected presentations made to it by members in the execu- 
tive branch of the Government in their quest for funds, so that in 
the light of day the Bureau of the Budget can justify its slashes on 
something more than an lertenthahanan slash. 

I heard out in Honolulu that the Coast Guard was told not to bring 
an item up because the Bureau of the Budget did not want it considered. 
You tell me that is democracy? Who are the Bureau of the Budget to 
relegate to themselves the merits of such an issue? Let them stick 
to cash, but by all means give ideas a chance’ to see the light of day. 
Napoleon let Fulton spin his steamboat on the Seine. The fact that 
Napoleon did not have the vision or the imagination to see the appli- 
cation of steam as an aid in conquering the British is one thing. He 
at least gave an idea a chance. Should the Bureau of the Budget 
do less? Couldn’t it issue a report called “‘Deadheads’? Congress 
might benefit. 

fr. Canrieip. Off the record. 

(Discussion off the record.) 

Mr. Canrie_p. The committee will stand adjourned until 9:30 
rons tomorrow morning when we will resume with the Secret 

rvice. 
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Fripay, JANUARY 


1954. 


SALARIES AND Expenses, Unirep States Secret SERVICE 


Amounts available for obligation 


1953 actual 


1954 estimate 


1955 estimate 


Appropriation or estimate 
Reimbursements from non-Federal sources 


Total available for obligation 
Unobligated balance, estimated savings. 


Obligations incurred 


$2, 725, 000 
9, 975 


2, 734, 975 
—37, 881 


2, 697, 094 


Note.—Reimbursements from non-Federal sources above are from proceeds of sale of personal property 


(40 U, 8. C, 481 (e)). 


Obligations by activities 


Description 


1953 actual 


1954 estimate 


1955 estimate 


Direct Obligations 


1. Suppressing counterfeiting and investigating check and 
bond forgeries 

2. General administrative services 

3. Executive direction 


Total direct obligations 
Obligations Payable Out of Reimbursements From Non- Federal 
Sources 


4. Replacement of personal property sold 
Obligations incurred 


$2, 517, 070 
122, 541 


$2, 262, 600 
126, 642 
48, 758 


2,687, 119 


2, 438, 000 


Obligations by objec 


Object classification 


1955 estimate 


‘Total number of permanent positions 
Average number of employees 


Average salaries and grades: 

General schedule grades: 
Average salary 
Average grade 


Direct Obligations 
Personal services: 
Permanent positions 
Regular pay in excess of 52-week base 
Payment above basic rates 


Total personal services 
Travel._ 
Transportation of things. 
Communication services___- 
Printing and reproduction 
Other contractual services 
Supplies and materials 

Refunds, awards, and i indemnities 
Taxes and assessmen 


Total direct obligations 
Obligations Payable Out of From Non- Federal 
rces 


09 Equipment. 
Obligations incurred. 


$2, 235, 769 
8, 568 
26, 977 


2, 271, 314 
462 


2, 508, 000 | 2, 440, 000 
126, 642 
48, 758 
aan 2, 697, 094 2, 508, 000 2, 440, 000 
1953 actual | 1954 estimate | 
01 
ascebtbstlincaes $2, 068, 905 $2, 012, 142 
7, 995 7, 758 
25, 000 25, 000 
03 17, 175 15, 400 15, 400 
04 a eee 32, 748 42, 000 45, 000 
06 8, 385 9, 000 9, 000 
07 nit 52, 467 44, 200 44, 200 
08 ee) ae ee 60, 786 57, 000 57, 000 
09 épseudtthditi<eaedchiames 22, 290 23, 500 15, 500 
15 stGbeedetetwaversycevase 4, 516 4, 000 4, 000 
Unvouchered - 8, 853 15, 000 15, 000 
2, 697, 094 2, 508, 000 2, 440, 000 
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Analysis of expenditures 


1953 actual | 1954 estimate | 1955 estimate 


Unliquidated obligations, start of year_............--..--.--.. $217, 497 $217, 250 $105, 000 
Obligations incurred during the year_......................... 2, 697, 004 2, 508, 000 2, 440. 000 
2, 914, 591 2, 725, 250 2, 545, 000 
Deduct: 

Obligated balance carried to certified claims account... 
Unliquidated obligations, end of year..................... 217, 250 105, 000 110, 000 
Total expenditures = 2, 683, 540 2, 612, 250 2, 433, 000 

Expenditures are distributed as follows: 
Out of current suthorizations............................. 2, 475, 364 2, 400, 000 2, 333, 000 
Out of prior authorientions. 208, 176 212) 250 100, 000 


Mr. Canriexp. The committee will come to order. We will take 
up the first item, Salaries and Expenses, United States Secret Service. 


SUMMARY JUSTIFICATION DATA 


Without objection, pages 213, 214, and 215 of the justifications will 
be inserted in the record at this point. 
(The pages referred to are as follows:) 


Analysis of appropriation base for fiscal year 1955 


Resculer appropriation, 1054 act. $2, 500, 000 
Supplemental appropriation for 


Reduction: Activity No. 1, s uppeessing counterfeiting and 
investigating check and bon $77, 000 
Additions: Activity No. 1, su my eee counterfeiting and 


investigating check and bon 3, 000 
Appropriation base for 2, 426, 000 
Increase over appropriation base for 1955_...........------ 12, 000 
Appropriation estimate for 1955__.....__.-.-_..-----_---- 2, 438, 000 
Increase or decrease from total appropriation, 1954_____...._.---- — 62, 000 


Comparison of appropriation base with appropriation estimate for 1955 


Agorepeiation base | Appropriation esti- Increase or 
r 1955 mate for 1955 decrease 
Activity Aver- Aver- Aver- 
age age age 
posi- Amount posi- Amount posi- Amount 
tions tions tions 


1, Suppressing counterfeiting and investi- 


gating check and bond forgeries. _._- 332 | $2, 250, 600 332 | $2, 262,600 |.....-.- +$12, 000 

2. General administrative services - 29 126, 642 29 
3. Executive direction... 6 6 
367 | 2,426,000 367 | 2,438,000 +12, 000 

Adjustment in base +13 +74, 000 | —-13 —74, 000 


Total appropriation, 1954, and 
appropriation estimate for 1955_- 380 | 2, 500,000 367 | 2, 438, 000 -13 —62, 000 


= 


1 
2 
3 


| | 

| | 
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GENERAL STATEMENT 


The funds requested under this appropriation are for the administrative costs 
in connection with the operation of the United States Secret Service and the 
carrying out of the basic functions with which the Service is charged, including 
the protection of the President of the United States, the members of his immediate 
family, the Vice President, at his request, and the person chosen to be President 
of the United States, at all times and under all conditions; the detection and 
arrest of persons engaged in counterfeiting, forging, or altering of any of the obli- 
gations or other securities as well as coins, of the United States and foreign gov- 
ernments; and investigations of personnel, tort claims, and other noncriminal 
cases as directed by the Secretary of the Treasury. 


EXPLANATION OF LANGUAGE CHANGES 


There are no substantive changes in the appropriation language proposed. 


Analysis of appropriation base 


Activity Reductions | Additions Decrease 


1. Suppressing counterfeiting and investigating check and 


Total appropriation, 1954 (P. L. 73, 83d Cong.) __-....__.-__---_-- $2, 500, 000 
1 (a) Suppressing counterfeiting and investigation of 
check and bond forgeries: 
Reductions 
Curtailment of expenditures for personal 
services by reducing average employ- 
ment 9 agents and 4 supporting clerks _ — 57, 00 
Nonrecurring cost in 1955 of 20 passenger 
motor vehicles purchased in 1954 (for 


Additions: 
Additional cost of penalty mail____-_--_-- +3, 000 


Public Law 286, 83d Cong., approved 
August 15, 1953, entitled “An act to re- 
imburse the Post Office Department for 
transmission of official Government mail 
matters,” provides that “There shall be 
transferred to the Post Office Depart- 
ment as postal revenue out of any appro- 
priations available to the departments, 
agencies, and establishments concerned 
the equivalent amount of postage due 
therefor as determined pursuant to regu- 
lations prescribed by the Postmaster 
General.”” The cost of penalty mail ab- 
sorbed amounts t> $10,000 for 1044 months 
of the fiscal year 1954 and $13,000 for the 
full fiseal year 1955. 

Net adjustment to appropriation base__.......--- 


|| 
000 =74, 00 
—74, 000 
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Mr. Canrietp. Chief Baughman, the appropriation for the current 
fiscal year was $2,500,000 for salaries and expenses, United States 
Secret Service. 

Through reductions and additions made pursuant to law the base 
for 1955 became $2,426,000. The request for the fiscal year 1955 is 
$2,438,000, a reduction of $62,000 below the current year’s appropria- 
tion, and an increase of $12,000 over the appropriation base for 1955. 

Will you discuss the changes in funds and the reasons therefor. 

Mr. Baveuman. The difference is a reduction of $62,000 below the 
current year’s appropriation of $2,500,000 and an increase of $12,000 
over the appropriation base of $2,426,000. The $62,000 is due to a 
reduction in personal services and a request for the replacement of 
10 automobiles instead of 20 provided in the current year. 

Mr. Canrrevp. In what phase of your work will the increase of 
$12,000, over the base for 1955 fiscal year, be used? 

Mr. Bavcuman. That is for the replacement of 10 automobiles, 
Mr. Chairman. 


NUMBER OF AGENTS CURRENTLY EMPLOYED 


Mr. Canrretp. How many enforcement agents do you have now? 

Mr. Baveuman. Right at the present time we have 253 agents. 
‘That includes agents in charge of our 57 offices and agents assigned 
to presidential protection work. 

Mr. CanrieLtp. How many do you have projected for the fiscal 
year 1955? 

Mr. BaucuMman. We have in the field 198 agents, exclusive of 
protective details. That will mean a reduction of 9 agents which will 
reduce the agents in the field for the 57 offices to approximately 188. 


OVERTIME WORK 


Mr. Canrigetp. Over a period of time, Chief Baughman, in your 
appearances before this committee you have informed us that your 
agents have worked many hours of uncompensated overtime and 
have forfeited many days of annual leave. 

Has this resulted because of the fact you had too few agents, or 
because of other reasons? 

Mr. Baveuman. It could be attributed partly to both reasons. 
Nevertheless in criminal work such as we do an agent cannot necessar- 
ily stop work at 5 or 5:30, whatever may be his quitting time. He 
has to carry on. I might add that overtime is strictly voluntary on 
the part of the agents. 


SALARIES OF AGENTS 


Mr. Vurse.u. Do all of the agents get the same salary in that 
particular class? 

Mr. BaucuMan. We have some agents in grade 9, grade 10, and a 
few in grade 11. 

Mr. VursELL. yc eae what do the bulk of your agents get? 

Mr. Bauauman. There are 73 agents in grade 9 and 91 in grade 10. 

Mr. Vursetu. What is the salary in grade 9 and grade 10? 

Mr. Bauauman. A grade 9 is $5,060 to $5,810. A grade 10 is 
$5,500 to $6,250. 
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Mr. Gary. Is that basic? 

Mr. Baueuman. Yes. They receive periodic within grade pro- 
motions. 

Mr. Gary. Do they get these increases for the cost of living that 
have been added by the Congress? 

Mr. Baveuman. No, that is not included. We have been starting 
our agents at grade 7 and after a year or two they are promoted to 

ade 9. As of this month every agent is at least in a grade 9 position 

ecause they have been in a year or two. The starting salary for a 
grade 9 is $5,060. 

Mr. Vursetyi. What is your grade 10 salary? 

Mr. BaueuMan. That starts at $5,500. 

Mr. Vurset. Do these agents get all of their transportation and 
legitimate expenses when they are out on a job away from home, 
mg in addition to their pay? 

Mr. Baueuman. They get their transportation paid, but they do 
not always get their legitimate expenses incurred. 

For instance it is necessary for the agents in the presidential detail 
to stay at the same hotel where the President is in residence, or at 
least in the proximity. They are first-class hotels. We get $9 a day 
traveling expenses in any part of this country. Quite often the hotel 
bill is $7, $8 or $9, so it means that we have to put out money on our 
own for meals, plus tips, and the cleaning and pressing of clothes. 

For instance, in Bermuda we sent a couple of agents in advance. 
They stayed at a particular hotel and after a couple of days they 
found out that the cost per day, which did include meals, was $32. 
It cost them $64, and the per diem rate in Bermuda was $13, so they 
got $26 for the $64 they spent. In the United States, the most we 


can get while traveling for lodging and meals is $9 per day. 
(Discussion off the record.) 


QUARTERLY APPORTIONMENT OF APPROPRIATION 


Mr. Canrrevp. Chief, we are mindful of the fact that you are 
subjected to the quarterly apportionment proposition by the Bureau 
of the Budget. What happens when there is extraordinary travel 
on the part of the President and his party in one quarter? How does 
it affect subsequent quarters and your appropriation as a whole? 

Mr. Baueuman. It is necessary to draw on the next quarterly 
— I would like to have Mr. Taylor explain that in 
detail. 

Mr. Taytor. When we find that the cost of presidential travel for 
our agents in a particular quarter is running our obligations higher 
than the apportionment provided by the Bureau of the Budget, we 
request a reapportionment of funds in order to live within the law. 
When we have a reapportionment of funds we draw that money out 
of the subsequent quarters and put it in the quarter in which it is 
needed, which reduces the amount that we have for spending in the 
subsequent quarters. The only way we cao make this up is by cur- 
tailing Seanad for iavestigative forces in the field or by the reduction 
of personal services. , 

Mr. Canrretp. In other words, in subsequent quarters if you have 
extensive travel on the part of the President and his party you have 
to cut down on some activity of the Bureau? 


42490—54——19 


% 


288 


Mr. Taytor. That is right. We have to reduce personal services 
or travel money allotted for investigative agents. 


VOLUNTARY OVERTIME 


Mr. CanrFigxp. Specifically, Chief, you tell us that during the fiscal 
year 1953 agents voluntarily worked 80,000 hours of uncompensated 
overtime, which, at the rate of 8 hours a day, is the equivalent of 42 
agents or $220,000 in salary. That is a great tribute to the dedica- 
tion of these men under your command, but how does it affect their 
morale? 

Mr. Baucuman. Mr. Chairman, the agents work voluntarily on 
their own time. We issue no instructions to them that they have to 
work overtime. You can realize in our type of work if they are try- 
ing to apprehend a criminal they cannot stop at 5 or 5:30, they have 
to continue in the evening. It is not only the investigators in the 
field that put in overtime, but the agents assigned to the White 
House on presidential protection also put in many hours of overtime. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Canrievp. Chief, in reference to these men voluntarily working 
overtime so many hours during the year, is there anything that can 
be done to give them compensatory time off during comparatively 
slack periods, or do you have any answer to this unusual situation? 

Mr. BaucuMan. As far as the investigators in the field are con- 
cerned, and by that I refer to the agents from our offices assigned to 
investigations, it is difficult to give them compensatory time because 
we have so much work that if they took that time off we would go 
backward. As for some of the agents on the White House detail, 
when they work 7 days straight or so we do once in a while give them 
some compensatory time, or a day off. It has always been my belief 
that any agent assigned to presidential work sbould be kept as fresh 
as possible so that he is alert every minute. 

Mr. James. If you gave them compensatory time off, in order to 
ive them that time you would have to have more men for the relief 
orce that would then be needed? 

Mr. Baucuman. That is true. 

Mr. James. So it might be just as broad as it is long to pay them 

overtime. 

Mr. BaucuMan. But if we paid them overtime we still would have 
to reduce the personnel. 

Mr. Vursevy. Mr. Chairman, I do not see any way that these 
officers should have their overtime taken care of because of the 
nature of their duties. It would seem to me that if the situation 

ets to the point where anything should be done, it could probably 
taken care of best by an increase in their salaries. 

Mr. Gary. Off the record. 

(Discussion off the record.) 


BUDGET FOR 1955 


Mr. Passman. Chief, what is the total appropriation you are 
for fiscal 1955? 
r. BauGHMAN. $2,438,000 for the Secret Service. 
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Mr. PassmMan. How much less is that than you requested of the 
Bureau of the Budget? 

Mr. Baveuman. We received the full amount from the Bureau of 
the Budget that we asked for. 


REIMBURSEMENTS FROM BUREAU OF ENGRAVING AND PRINTING 


Mr. PassMan. How much do you receive from the Bureau of 
Engraving and Printing as reimbursement for the work you do for 
that agency? 

Mr. Baucuman. For the present fiscal year and the next fiscal year 
we will not receive anything. In the previous years we did receive 
reimbursement for the guards assigned there. 

Mr. Passman. But you will be expected to render certain services 
to the Bureau of Engraving and Printing, will you not? 

Mr. BauGuMan. Yes, sir. 

Mr. Passman. You have to absorb that out of your appropriation? 

Mr. BauGcuMan. Yes, sir. 

Mr. Passman. Off the record. 

(Discussion off the record.) 


SUPPRESSING COUNTERFEITING, INVESTIGATING CHECK AND BOND 
FORGERIES 


Mr. PassMan. Without objection we will insert pages 216 through 
224 in the record at this point. 
(The material referred to is as follows:) 


DeraILeED EXPLANATION OF ESTIMATES BY ACTIVITIES 


Activity No. 1. Supressing counterfeiting, Yee ed check and bond pte 


Appropria- 


Budget esti- Increase over 
8 y 
ubactivities a mate for 1955 base 

(a) Suppressing counterfeiting and investigating check and 

bond forgeries- $1, 582, 515 $1, 594, 515 | | $12, 000 
(6) Protecting the President of the United States, his immedi- 

ate family and the Vice President. 668, 085 668, 085 | 

2, 250, 600 2, 262, 600 | 12, 000 


(a) Suppressing counterfeiting and investigating check and bond forgeries 

This subactivity concerns the detection and arrest of persons engaged in 
counterfeiting, forging, or altering of any of the obligations or other securities as 
well as coins, of the United States and of foreign governments; investigation of 
personnel, tort claims, violations of the Gold Reserve Act and Silver Purchase 
Act; investigation of the false making or counterfeiting of Government trans- 

rtation requests; investigation of certain violations pertaining to the Federal! 

eposit Insurance Corporation, Federal land banks and National Farm Loan 
Associations and the detection and arrest of any person violating any laws of the 
United States directly concerning official matters administered by and under the 
direct control of the Treasury Department, subject to the direction of the Secretary 
of the Treasury. 

Forgery and fraudulent negotiation of checks and bonds.—The most pressing 
problem confronting the Secret Service at this time is the forgery and fraudulent 
negotiation of Government checks and bonds. During the fiscal year 1953, this 
Service had 35,224 forged-check cases for investigation and completed investi- 
gation of 26,179 cases. For the same year there were 6,097 forged-bond cases 
requiring investigation of which 4,526 were completed. Total arrests for check 
and bond forgeries amounted to 2,375. At the close of the fiscal year 1953, 
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there remained 10,616 check and bond cases pending investigation and by the 
end of November 1953 the backlog had increased to 11,857 cases. Since there 
was a reduction in personnel from 429 as provided by the 1953 appropriation, to 
380 for the current fiscal year and a further reduction to 367 for the fiscal year 
1955, a further increase in the backlog to approximately 21,380 cases by the 
close of the fiscal year 1955 is in prospect. This calculation is based on main- 
taining the same average production standards achieved in 1953. There is no 
reason to anticipate any reduction in the rate of receipt of check and bond cases 
in 1954 and 1955. 

The Secret Service is doing everything possible to keep the backlog of pending 
cases at the lowest possible figure. Constant effort is made to streamline pro- 
cedures and to utilize the services of agents and supporting clerical help to the 
best advantage possible. 

Counterfeiting. —Encouragement can be drawn from what has been accomplished 
in activities relating to counterfeiting. During the past 3 years there has been an 
appreciable decrease in the amount of counterfeit money in circulation as the 
result of the capture of 34 counterfeiting plants and the arrest of 641 persons for 
counterfeiting during this period. Over the same period of time the number of 
new issues of counterfeit notes appearing decreased from 144 in 1951 to 50 in 1953. 
However, somewhat offsetting this picture, in the first 5. months of the current 
fiscal year, 24 new issues have appeared and concentrated efforts must be con- 
tinued to suppress a resurgence of counterfeiting. 

Since additional funds are not requested for within-grade promotions required 
by law, it may be necessary to meet this obligation by further reducing the average 
employment. 

The following table presents a comparative analysis for the fiscal years 1952-54 
of the activity by type of case. 


Comparative statement of caseload statistics 


Estimate, Estimate, 
1952 1953 1954 1955 
Cases pending beginning of fiscal year: 
9, 009 7, 504 9, 045 13, 438 
Bond cases.........--- bs 2, 425 1, 752 1, 571 q 
245 216 221 378 
Protective research cases 406 110 64 200 
Other criminal and noncriminal__-..--.---- 447 370 370 775 
12, 532 9, 952 11, 271 16, 673 
Cases received during fiscal year: 
28, 586 27, 720 27, 720 27, 720 
ee ee ee 4, 227 4, 345 4, 345 4, 345 
Counterfeiting 1, 392 1,410 1, 410 1, 410 
Protective research cases-_.............----- 2, 535 1, 633 1, 633 1, 633 
Other criminal and noneriminal__._._-..-.- 3, 144 3, 726 3, 7: 3, 726 
 ceneatichiinaeinneciaarbbst. 39, 884 | 38, 834 38, 834 38, 834 
Total cases to be investigated. .........-.- 52, 416 | 48, 786 50, 105 | 55, 507 
Cases closed: 
30, 091 26, 179 23, 327 22, 163 
Bond cases_......-.. ca 4, 900 4, 526 4, 034 3, 842 
Counterfeiting - ...........-..- bv 1, 421 1, 405 1, 253 1,175 
Protective research cases... .. daiy 2, 831 1, 679 1, 497 1, 429 
Other criminal and noncriminal__-..-.....- 3, 221 3, 726 3, 321 3, 143 
42, 464 | 37, 515 | 33, 432 | 31, 752 
Estimated backlog July 1, | BY | 28, 755 
Other 
Check | Bond | Counter- — criminal 
cases cases feiting research and non- 
criminal 


Cases pending investigation Nov. 30, 1953. | 10, 189 1, 668 227 34 322 12, 440 
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Caseload statistics for the 5-month period July 1, 1953, to Nov. 30, 1953 


Other 

Counter- criminal 
feiting and non- 

criminal 


9, 045 1, 571 370 11, 271 
12, 449 1,344 1,074 15, 644 


21, 494 2, 915 1,444 26, 915 
11, 305 1, 247 1,121 14, 475 


10, 189 1, 668 322 12, 440 


Note.—Analysis of past records discloses that more cases are received in the last 6 months of the fiscal 
year than are received in the first 6 months. The increase is principally due to the large number of Fed- 
eral income-tax refund checks issued after the beginning of January. 


Number of check investigations per million checks paid 


Number of 
Check inves-| check inves- 
Checks paid tigations tigations 

per million 
checks paid 


235, 522, 052 137 
257, 334, 59 133 
269, 607, 1353 33, 123 
267, 843, 000 f 122 
305, 352, 000 28, 586 94 
315, 358, 000 88 
328, 235, 000 » 88 
336, 108, 000 1 29, 475 88 


1 pres number of cases received for 1954 and 1955 based on 88 check investigations per million checks 


Comparative statement of arrests and convictions 


Disposed 
of by 
nolle 
| Disposed 
Counter-| Check prosequi, 4 
Fiscal year feiting forgery acquit- — 


1952 
1953 
July 1 to Nov. 30, 1953 (5 months) 


Cases that went to trial, ratio 


Convictions. 
Acquittals 


Check Bond | 
cases | cases js Total 
Pending investigation June 30, 1953_______ 
Received July 1, 1953-Nov. 30, 1953 (5 
r | 
death, 
ete. 
nb ~ 207 1,817 322 2, 346 176 2, 125 
542 2, 336 290 3, 168 272 2, 667 
1951 307 2,174 291 2, 772 293 2, 507 
eka 205 2,144 338 2, 687 263 2, 422 
193 2, 284 322 2, 799 230 2,409 
oes 92 966 112 1,170 93 1, 106 : 
| 
uly lto 
1948 1949 1950 1951 1952 1953 | Nov. 30, 
1953 
| 98.3 97.9 97.3 98.8 98.0 98.3 98.6 
1.7 2.1 2.7 1.2 2.0 1.7 1.4 
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Counterfeit money confiscated 


Not in cir- 

Fiseal year In cireulation culation Total 
$145, 214. 91 $2, 949,015.10 | $3, 094, 230. 01 
1949, notes and coins...................-.-..-- a. 338, 062. 84 619, 700. 87 957, 763. 71 
S000, motes Coins. 735, 127.06 554, 154.20 | 1, 289, 281. 26 
521, 187. 68 918, 249.15 1, 439, 436. 83 
1953, notes and 178, 384. 49 115, 737. 37 294, 121. 86 
July 1 to Nov. 30, 1953 (5 months) - - ............-......-.... 71, 255. 94 127, 025. 25 198, 281. 19 

Summary by object class 
Appropria- Estimate, 
tion base 1955 Increase 

Printing and reproduction 7, 700 
Other contractual services a 42, 900 
52, 500 52, 500 |..... 4 

1, 582, 515 1, 594, 515 12 000 

JUSTIFICATION OF INCREASES BY OBJECT CLASS 

Equipment 


The following increase is requested to cover the cost of equipment to be 
replaced: 


Appropria- Estimate 
tion base 1955” Increase 


The amount of $12,000 is requested to replace 10 automobiles during the fiscal 
year 1955. All of the cars to be replaced are over 6 years old and will have 
traveled in excess of 60,000 miles. he request is based on a net cost for each 
car purchased of $1,200 after a deduction of $200 trade-in value of each old car 
replaced. The request for 10 cars is less than 25 percent of the fleet of cars 
operated by the Secret Service. 


Secret Service official cars by year model as of Nov. 30, 1953 


Number Number 

Year model: ofcars Year model: of cars 

Number of cars qualifying for trade-in as of Nov. 30, 1953._.......----- 29 

Additional cars eligible by age in fiscal year 1955____..._-------------- 36 


' 


|| 
Total cars eligible for trade-in during fiscal year 1955_..--._.--.-- 65 
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(b) Protection of the President of the United States: 

This subactivity concerns the protection of the President of the United States, 
his immediate family, the Vice President, at his request, and the President-elect, 
at all times and under all conditions, including the correlating and analyzing of all 
information, by the Protective Research Section, such as letters and telephone 
calls from the public, for the purpose of anticipating danger that may threaten 
the President and his family, and referring such information to the field for guid- 
ance of investigators, in order to prevent potential dangers from materializing. 
It is also necessary when the President travels out of Washington, D. C., to utilize 
the services of agents assigned to investigative work in the field offices, for advance 
survey work and to augment the protective details traveling with the President. 

The workload of the Secret Service agents with respect to presidential protec- 
tion cases is represented in the following tabulation showing actual figures for the 
years 1950 through 1953 inclusive: 


Presidential protection cases requiring investigation 


1954 
(5 months) 


Fiscal years 1950 1951 


Cases pending at beginning of the year 


Cases received , 53: 1, 633 | 


Cases to be investigated aS .§ 1, 743 | 
Cases closed. 2, 1, 679 | 


Cases pending at close of year______- 


Summary by object class 


Appropria- Estimate, 
tion base 1955 


Personal $560, 785 $560, 785 
Transportation of things 2,000 
Printing and reproduction 800 
Other contractual aaa A 500 
Taxes and assessments. »f 1, 500 


668, 085 


The cost of this activity cannot be controlled due to the traveling of the 
President and Vice President. 


ABILITY TO MEET BACKLOG 


Mr. PassMan. Chief, in this activity of “Suppressing counterfeiting, 
investigating check and bond forgeries,” it appears your backlog of 
work is increasing. How will you be able to cope with the present 
workload and the backlog with the reduced appropriation? 

Mr. BavucGuman. I am just hoping the number of cases received in 
the past will be reduced in the future. We are giving as vigorous 
attention to it as we can, and if we can apprehend enough of these 
counterfeiters and forgers and put them in jail, it might be a deterrent 
to others to counterfeit and forge. 

Mr. PassMANn. Do you anticipate a decrease in the workload during 
1955? Do your records indicate you could safely anticipate a de- 
crease? 

Mr. Baveuman. Not necessarily. As long as the Government is 
issuing checks, I am sure we will have forged check cases for investiga- 
tion. That is the majority of our work. In the last few years we have 
decreased the number of forged checks per million paid. 

Mr. CanFiexp. I believe that runs from 1948 to 1955, estimated 
137 to 88, the number being per million checks paid. 


| | 
1952 1953 
| a1 | 199 406 | 110 64 
258 
288 
el 199 | 406 | 110 | 64 | 34 
| 
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Mr. Bauauman. Yes. Estimated for 1955 there will be 336 million 
checks paid. That is almost 20 million more than were issued in 1953. 

Mr. Passman. Off the record. 

(Discussion off the record.) 


COUNTERFEITING 


Mr. PassMan. Your report on counterfeiting is rather encouraging 
in that your efforts have prevented a — amount of counterfeit 
money from being placed in circulation. That is the bright side of 
the picture. What is the other side? 

Mr. BaucuMan. The other side is this increase in the forgery of 
Government checks, not necessarily a great increase but receiving the 
same number as we had before. That is our real problem today, to 
suppress that activity and to reduce the caseload. I think an investi- 
gator should only have 15 cases to concentrate on, to work on, and 
now we have an average of over 62 cases per agent. 


AGENTS IN FOREIGN COUNTRIES 


Mr. Passman. Do you have agents in foreign countries working 
with local agents to prevent counterfeiting? 

Mr. BaueuMan. No, we do not have agents in foreign countries. 
Off the record. 

(Discussion off the record.) 

Mr. PassMAn. When you are about to break a big case in one of the 
foreign countries, is it necessary to send a special agent abroad to 
work with them? 

Mr. Bauauman. We have done that in a few cases, but ordinarily 
we leave that to the police abroad. We feel it is their responsibility 
just as it would be ours if there were any counterfeiting of any foreign 

overnment’s currency in this country, because we would try to appre- 
ae the counterfeiters and not ask for foreign aid here. 


PROTECTING THE PRESIDENT, HIS IMMEDIATE FAMILY, AND THE VICE PRESIDENT 


Mr. PassmMAn. How much of the funds is allocated to protecting the 
President, his immediate family, and the Vice President? 
Mr. BauGuMan. The estimate for 1955 is $668,085. 


GENERAL ADMINISTRATIVE SERVICES AND EXECUTIVE DIRECTION 


Mr. PassMANn. Without objection there will be inserted in the record 
at this point pages 225 and 226 which contain the justifications for 
General Administrative Services and Executive Direction. 

(The material referred to is as follows:) 


2. General administrative services 


This activity concerns the administrative costs, such as personnel, budgeting, 

yroll, and supply, at headquarters in connection with the operation of the 
Beoret Service Division which includes the functions of the entire field force, the 
White House Police, and the guard force for Treasury Department buildings. 
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Summary by object class 


Appropria- Estimate 
1955 Increase 


tion base 


Personal services $119, 742 $119, 742 
Communication services 3, 600 3, 600 
Printing and reproduction 
Other contractual services 
Supplies and materials 


126, 642 | 


8. Executive direction 
Budget estimate for 1955 48, 758 
Increase over base 


This activity entails executive supervision, direction, and policy formulation 
for the principal functions of the United States Secrét Service including operations 
of the White House Police and the Treasury guard force. 


Summary by object class 


Estimate 1955} Increase 


$47, 758 
1, 000 


48, 758 


Standard classification schedule 


Increase (+) or de- 
crease (—) 1955 


Appropria- Appropria- estimate over 
tion tion 


estimate 
1954 


1954 


Total number of permanent positions 394 
Average number of all employees 380 367 
Average salaries and grades: 
General schedule grades: 
Average salary - $5, 412 $5, 506 
Average grade GS-8.5 GS8-8.5 


ORJECT CLASSIFICATION 


Personal services: 
Permanent positions $2, 012, 142 
Regular pay in excess of 52-week base 7, 995 7,7 
Payment above basic rates 


Total personal services 
Travel_. 
Transportation of things 
Communication services 
Printing and reproduction_- 
Other contractual services - 
Supplies and materials 
Equipment 


2, 438, 000 


Mr. Passman. Chief, do you care to add anything to the information 
contained in the justifications which have just been inserted in the 
record? 


| | 
base 1955 1955 
| base estimate 
—13 
+94 
| 
| | | 
$2,012, 142 |..........| —56, 763 
2 —237 
2, 044, 900 2, 044, 900 |..........| —57,000 
42, 000 45, 000 +3, 000 
23, 500 3, 500 15, 500 | +12, 000 —8, 000 
‘axes and 4, 000 4, 000 
Total appropriation or estimate......_...| 2,500,000 | 2,426,000| = +12, 000 | —62, 000 
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Mr. Baueuman. It will be necessary to make a reduction in per- 
sonal services in order to absorb within-grade promotions; that is, 
in general administrative services. 

Mr. PassmMan. There is no reduction in the amount requested in 
these appropriations from the appropriations for the current fiscal 
year? 

Mr. BauauMan. Yes; there is a $62,000 reduction. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Passman. Off the record. 

(Discussion off the record.) 


STATUS OF EMPLOYEES 


Mr. PassmMan. Chief, your personnel are all under civil service, are 
they not? 

Mr. Baveuman. Yes, sir. We have a few schedule A appoint- 
ments, and by schedule A I mean that civil service has given us per- 
mission to hire agents who have not taken a civil-service examination. 
The reason for that is so that we can get some younger men and after 
they are trained in the field they are assigned to presidential work. 
Those agents must have a college degree and we are trying to get 
young men from 26 to 30 years of age, in good physical state of health, 
intelligent, and diplomatic, realizing they might be assigned to the 
White House in time. While we have permission to employ these 
agents, at the same time we give them practically the same type of 
examination as civil service does, and before they are considered they 
must pass that examination. 

Mr. Passman. Do you have any agents on a temporary status? 

Mr. Baucuman. No. 

Mr. Passman. In other words, there are no temporary employees? 

Mr. Bauauaan. No. 

Mr. Passman. Have you had any in the last 2 years since the 
Whitten amendment? 

Mr. Bauauman. No, sir. 

Mr. Passman. That is all. 


SALARIES AND Expenses, Wuire House Potice 


Mr. Vurse.u. We will now take up Salaries and Expenses, White 
House Police. Without objection, pages 227 through 230 will be in- 
cluded in the record at this point. 

(The material referred to is as follows:) 


Analysis of appropriation base for fiscal year 1955 


Regular appropriation, $630, 000 
Supplemental appropriation for 1954______..-.-------------------- 100, 
Reductions: Activity No. 1, protection of White House and grounds 


Increase over appropriation base for 1955._........------------------------- 


Appropriation estimate for 1955__....-..--..--------------------- 712, 000 
Increase or decrease from total appropriation, 1954__.........------ — 18, 000 


297 


Comparison of appropriation base with enannpaiation estimate for 1955 


Appropriation base | Appropriation esti- .| Increase or 
| mate for 1955 | decrease 


Activity 


Protection of White House and 138 | 712, 000 
Adjustment in base____- +4} +18, 000 — 18, 000 


Total appropriation, 1954, and ap- 
propriation estimate for 1955____.- 73 3 712, — 18, 000 


GENERAL STATEMENT 


The funds requested under this appropriation are for expenses necessary to 
maintain the permanent police force for the protection of the White House and 
Grounds, including personal services, uniforms and equipment and arms and 
ammunition and miscellaneous supplies made in the manner the President may 
determine, for the protection of the Executive Mansion and grounds. 


EXPLANATION OF LANGUAGE CHANGES 
There are no substantive changes in the appropriation language proposed. 


Analysis of appropriation base 


Regular annual appropriation, 1954 (Publie Law 73, 83d Cong.)_.____ $030, 000 
Supplemental Appropriation Act, 1954 (Puolie Law 207, 83d Cong.).- 100, 000 


Total appropriations, 1954 730, 000 
Reductions: Nonrecurring items: Curtailment of expenditures for per- 
sonal services and other related expenses by reducing average 
employment by 4 White House Police (1 post coverage) 


Appropriation base 


DETAILED EXPLANATION OF ESTIMATES 


Activity No. 1. Protection of White House and grounds 


Appropriation base for 1955 
Budget estimate for 1955 


Increase over base 


This activity concerns the protection of the Executive Mansion and grounds 
by the White House Police and involves control of official visitors as well as 
sightseers; control of all property, supplies, and mail entering the premises, and 
continual inspection for fire, explosives, and other similar hazards. Beginning 
April 22, 1952, the White House was opened to the publie daily except Sunday 
and Monday, ‘and the White House Police are now required to supervise and 
control crowds of visitors which have exceeded as many as 6,000 in 1 day. 

The White House policemen are confronted frequently by disgruntled and 

mentally unbalanced persons who desire to see the President. Periodically, 
organized groups appear at the White House to protest some Government action 
or proclaim their cause. Many of these groups have known subversive affilia- 
tions and an apparently peaceful demonstration could erupt at any time into an 
organized attack upon the Executive Mansion. The White House Police must 
be properly staffed for emergency action because no one can accurately predict 
when and to what extent their services may be needed. This operation is closely 
allied with the personal protection of the President and his family while in resi- 
dence and requires continual and close cooperation with the Secret Service 
personnel assigned to personal protective duties. 

The reduction in average employment of 4 police will result in the elimination 
of 1 post around the clock. The 138 White House Police requested will provide 
an average of 27 posts 24 hours each day and the required days off for Saturdays, 
Sundays, holidays, annual leave, and sick leave. 


Aver- | Aver- | Aver- 

age age age 
posi- | Amount posi- Amount posi- Amount 

tions | | tions | tions 

| 
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Summary by object class 


Appropria- Estimate, 
ion base 1955 


tion base Increase 


Personal services... $695, 749 $695, 749 
Transportation of things. 10 10 
Other contractual services 1, 141 1,141 
Standard classification schedule 
Increase 
—) 1 
Appropria- | Appropria- | Appropria- ped reve 
tion tion tion estimate over— 
estimate, base, estimate, 
1954 1955 1955 1955 1954 
base estimate 
Total number permanent positions. 145 145 
Average number of all 142 138 —4 


Average salaries, ungraded positions: Average 
$4, 892 $4, 926 +34 


OBJECT CLASSIFICATION 


Personal services: 


Permanent positions.................-.-.-- $695, 209 $678, 486 $678, 486 
Regular pay in excess of 52-week base__.-.- 2, 680 2, 680 
Payment above basic rates__..-...-...--.-- 14, 583 14, 583 
Total personal services_-_._-...--..-.--- 712, 472 695, 749 
Transportation of things..............--..-- 10 10 
Other contractual services _-_...-- 1, 418 1,141 
Supplies and 15, 
Total appropriation or estimate___......- 730, 000 712, 000 


REDUCTION IN FUNDS FOR 1955 


Mr. Vursett. Mr. Baughman, I note the request for ‘Salaries 
and expenses, White House Police,” is $712,000, which reflects a 
decrease of $18,000 below the current fiscal year. Will you discuss 
this reduction? 

Mr. BaucuMan. This will mean the equivalent of a reduction of 
4 men or 1 post around the clock. The number of posts covered now 
are at a minimum, and we cannot eliminate a full post, which will 
mean that on some of the posts, instead of having a full coverage 
around the clock, or 24 hours, they will work only 16 hours a day. 
Then, too, we will have to pick up that manpower by reducing training 
and possibly take one man off of what we call visitors’ control. We 
will have practically the same post coverage except a few full 8-hour 
periods. 

Mr. VurseE.u. I do not feel it to be the policy of this committee to 
reduce an appropriation if such a reduction would in any way jeopard- 
ize the President or his family. Will the reduction in this appropri- 
ation request, in your opinion, result in lowering the necessary 
safeguard now surrounding the President? 
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Mr. Baucuman. Mr. Vursell, in law enforcement or physical 
protection we can always use more men. There is no question about 
that. The question for me to decide is the minimum number with 
adequate safety. Last year we protected the White House with 
about the same number and we really have not had any unsatisfactory 
or unusual incidents. It is true at times we get certain groups who 
will picket the White House and anything might develop, but the 
posts generally are fairly well covered. 

Mr. Vursetu. Off the record. 

(Discussion off the record.) 


PROTECTION OF THE PRESIDENT 


Mr. CanFieLp. May I repeat to you, Chief, what I have said before 
and what I know Mr. Gray has said in yesteryear, this committee is 
not interested in pinching pennies at the expense of the protection of 
the President and his family. We do not want just adequate security; 
we want maximum security. 

Mr. BauGcuMan. Yes, sir. 

Mr. Vursetu. I think the chairman’s point is well taken. 

Mr. James. Off the record. 

(Discussion off the record.) 

Mr. Vurse.u. Last year in your regular bill you received an appro- 
priation of $630,000 for the White House Police. This was augmented 
by a supplemental appropriation of $100,000 due to the enactment of 
Public Law 74, which increased the rates of pay and gave additional 
longevity benefits. Do you anticipate a supplemental request for 
fiscal year 1955? 

Mr. Baucuman. No, sir; not if this request is allowed. 

Mr. Vursevu. Are you making any reductions in the number of 
White House Police? 

Mr. BauGcuMan. Yes; there will be four. 


Gvuarp Force 


Mr. Vurse.u. The next item is Salaries and Expenses, Guard Force. 
For the record we will insert, without objection, pages 231 to 234 of 
the justifications. 

(The information is as follows:) 


Analysis of appropriation base for fiscal year 1955 


Supplemental appropriation for 1954 apa 


Total appropriation, 1954_________- 375, 000 
Reductions: Activity No. 1, safeguarding Gov ernment secur- 
ities and protection of Treasury buildings 
Adjustment in base (net) — 107, 000 
Appropriation base for 1955 268, 000 
Increase over appropriation base for 


Appropriation estimate for 1955 _ 268, 000 
Increase or decrease from total appropriation, 1954_ — 107, 060 
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Comparison of appropriation base with appropriation estimate for 1955 


meer base | Appropriation esti- Increase or 
for 1955 mate for 1955 decrease 
Activity Aver- Aver- Aver- 
age A age age 
posi- mount posi- Amount posi- Amount 
tions tions tions 
1. Safeguarding Government securities 
and protection of Treasury buildings 71 $268, 000 71 
Adjustment in base +29 +107, 000 —29 —$107, 000 
Total appropriation 1954, and ap- 
propriation estimate for 1955____- 100 375, 000 71 268, 000 —29 —107, 000 


GENERAL STATEMENT 


The guard force is unique as a security organization. It is charged witn 
responsibility for protecting currency, bonds, checks and other Government 
obligations that are contained in the Main Treasury Building and its annex in 
Washington, D. C. To perform their security and protective duties efficiently, 
members of the guard force undergo a continuing training program in the use of all 
types of weapons, in fire fighting, first aid, and self defense. 


EXPLANATION OF LANGUAGE CHANGES 


There are no substantive changes in language proposed for this appropriation. 


Analysis of appropriation base 


Total appropriation, 1954 (Public Law 73, 83d Cong.) --------------- $375, 000 
Nonrecurring items: 
Salaries and related expenses of guards assigned to the armored 
truck company, and the Loans and Currency Building located 
in the east end of the Bureau of Engraving and Printing Annex. 
Activities transferred to Bureau of Engraving and Printing as of 
July 1, 1953, under authority vested in the Secretary of the 


Treasury by Reorganization Plan No. 26 of 1950__------______- — 100, 000 
Curtailment of expenses for personal services by reducing the 

average employment of 2 guards----.....-..------------- .. —7,000 


Detailed explanation of estimates 
1. Safeguarding Government securities and protection of Treasury buildings 
This activity concerns the protection by the guard force of the Main Treasury 
Building and its annex. 


The requested complement of 71 employees provides coverage for 2 posts in 
the Treasury Annex and a coverage of an average of 12 posts in the Main Treasury 
Building which is considered conservative considering the essential protection 
necessary for the cash room, coin room, vault and money convoys. 
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Summary by object class 


| 
A ppropria- Estimate 
tion base 1955 Increase 


| 
} 
Personal ser vices__- $255, 200 
Communication services. | 

Other contractual services... | 
Supplies and materials_- 

Equipment. - 

Taxes and assessments... 


Standard schedule 


| | Increase (+) or de- 


| Appropria- crease (—) 1955 


Appropria- estimate over— 


tion 
estimate, 
1954 


Appropria- 

1 1954 

estimate 


Total number permanent positions 
Average number of all employees________- 
Average salaries and grades, crafts, protective 
and custodial grades: 
Average salary 
Average grade 


ORJECT CLASSIFICATION 


Personal services: 
Permanent positions. - 
Regular pay in excess of 52-week base. 
Payment above basic rates a | 


Total personal services____ 
‘Transportation of things 
Other contractual services _- 
Supplies and materials 
Equipment 
Taxes and assessments. 


Total appropriation or estimate 275, 000 | 268, 000 | 268, 000 | 


REDUCTION IN FORCE 


Mr. Vurse.y. The appropriation for the current fiscal year for the 
guard force was $375,000. The request for fiscal year 1955 is $268,000. 
Will you explain the reasons for the reduction? 

Mr. BauGuMan. The reduction for 1955 covers 29 guards with 
related expenses resulting from the transfer of certain guard activities 
located in the Bureau of Engraving and Printing Annex previously 
paid by direct appropriation, to the Director of the Bureau. That is 
the equivalent of $100,000. Then there is $7,000 which was reduced 
in our appropriation from the current year. 

Mr. Vursexy. Can you effectively protect the Main Treasury 
Building and its annex with two less guards than you presently have? 

Mr. BavcHan. Yes, sir. We feel that if we can have those 71 
guards as requested we can do an excellent job at the Treasury 
Building and its annex. 

Mr. Vursett. Do you wish to make any further statement con- 
cerning any of the appropriation items under the Secret Service? 

Mr. Baucuan. No, sir; I have nothing to add. 

Mr. Gary. Mr. Chairman, may I ask a question? 

Mr. CanFievp. Mr. Gary. 


$255, 300 
700 
10, 000 
200 | 
800 
268, 000 | 268,000 
77 75 —2 
73 71 | | —2 
| | | 
$3, 374 $3,420} $3,420 +46 
CPC-5} CPC-5| CPC-5|-. 
| 
$242,970 | $242, 970 |. | —$6, 970 
930 | —30 
11, 400 11, 400 
262,300 | 255,300 | 255,300 —7,000 
200 200 | 200 
700 | 700 
800 | 800 
| 10,000 10, 000 
200 | 200 | 
800 | 800 | 
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REDUCTION IN NUMBER OF EMPLOYEES 


Mr. Gary. On page 213 of the justifications you show that you are 
requesting 13 less average positions for 1955. 

Mr. Baucuman. Mr. Gary, that is 9 agents and 4 clerks, for a total 
of 13. 

Mr. Gary. What activities are those agents engaged in? 

Mr. Baueuman. I will have to make that pilleation in the field 
agents engaged on investigations and the suppression of counterfeit- 
ing and check forgeries, because I do not feel I can reduce any of the 
agents on the White House detail. 

Mr. Gary. So that means that under this appropriation you will 
have 13 fewer agents in the field enforcing the laws that come within 
your jurisdiction during the next year? 

Mr. Baucuman. Actually 9 agents and 4 clerks. 

Mr. Gary. They would be the 4 clerks who serve those 9 agents? 

Mr. BaucuMan. Yes. 

Mr. Gary. That results in a saving of $62,000? 

Mr. BauGuMan. Yes, sir. 

Mr. Gary. What will be the effect, in your opinion, of cutting off 
those 13 employees? 

Mr. BaucuMan. So far as the four clerks are concerned, as you 
know, they are of value in writing and expediting reports, which will 
mean a delay in the submission of same. 

So far as the agents are concerned, I can only go on cold statistics. 
Last year the agents closed an average of 14 cases per man per month. 
So that will mean 126 less cases closed per month, unless some of the 
a agents can pick up the tempo of the production and overcome 
that. 

AVERAGE NUMBER OF CASES HANDLED PER AGENT 


Mr. Gary. It is your opinion that an agent should not have a 
workload of more than 15 cases? 

Mr. Baucuman. Yes. I have always said that, in our work. 

Mr. Gary. The workload at the present time is how many? 

Mr. Baucuman. There are about 62 cases pending per agent on the 
basis of approximately 200 agents. 

Mr. Gary. The reduction in these agents will increase that work- 
load on the remaining agents; will it not? 

Mr. BauGuMan. Yes, sir. 

Mr. Gary. This is in the face of increased workloads? 

Mr. Bauauman. The workload, we estimate, will be about the same 
as last year. 
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ANTICIPATED WORKLOAD 


Mr. Gary. You do not anticpate any increase in workload? 

Mr. Baveuman. Not necessarily. It might be 1,000 or so, because 
of the increased number of Government checks being issued, 

I might point out, to give you a better idea of the ratio of cases, 
that for the first 6 months of the fiscal year of 1953, or from July 1 
1952, to December 31, 1952, 17,582 cases were received ; and for the 6 
months, from July 1, 19: 53, to December 31, 1953, of the current fiscal 
year we received 18, 969 cases. That is a little more than 1,000 cases 
more in the 6-month period. — 

I have a chart here showing the monthly trends, if it would help, 
It is to December 31, 1953. 

Mr. Gary. Mr. Chairman, I ask that that chart be put in the 
record. 

Mr. CanrreLp. Without objection, it is so ordered. 

Mr. Bavcuman. This chart includes monthly trends in all types of 
cases received, closed, and pending. Last year we received 38,834 
and closed 37, 515. 

Mr. Gary. When the record comes over to you you may insert it 
with the additional information. 

(The material referred to is as follows:) 


UniTep States SECRET SERVICE 


Monthly trends—caseload 


Convic- Awaiting 
tions court 


Pending Pending 
| 
period | action 


beginning | Received| Closed close of | Arrests 
of period 


Fiseal year 1950 
Fiscal year 1951 
Fiscal year 1952 
Fiscal year 1953 


| 
| 


1952—January 
Fe 
March - 


September. 


Ss: 


November 

December. 
1953—January 

February-.- 


S332 


ne 


8598383 


42490—54——_20 


15, 34: 45,430 | 4205 18, 268 3,168 | 2,667 858 

18, 26: 46,343 | 12, 532 2,772) 2,507 829 

9,.952| 2.687) 2.422 831 

9,952 | 38,834] 3 11,271 | 2,799 2, 409 991 

1951—July Pt DEES 12, 532 3, 102 11, 467 | 206 | 186 827 

11, 467 3, 423 11, 707 | 259 168 900 

September. .........-} 11, 707 2, 973 11, 301 | 203 186 898 

October.........-.---| 11, 301 3, 035 10, 621 | 248 | 255 867 

November.......-.--| 10, 621 2, 738 9, 978 | 188 | 221 814 

Dece mber...---.-----| 9, 978 2, 792 | 9, 492 | 190 | 153 S34 

ee nT 9, 492 3, 409 9, 794 | 257 | 192 879 

seeakaecaonal 9, 920 4,305 | 10, 683 196 | 197 346 

Oc cewacon 10, 683 4,000 | 10, 401 | 299 | 257 850 

May anae----22------| 10, 401 3, 368 10, 566 | 261 210 871 

PN Shectinpanoericsl 10, 566 3, 292 9, 952 | 182 | 199 831 

9, 952 2, 871 9,814 | 186 158 835 

9, 814 2, 962 9, 904 | 219 | 137 900 

9, 904 3, 444 | 10, 424 195 143 937 

October......--------| 10,424 | 2,983 | 9,908 | za | gil 

b coded miter 9, 903 2, 500 9, 688 156 226 823 

te aRaeL 9, 688 2, 822 | 9, 738 | 170 | 172 801 

aia 9, 738 2, 101 8, 873 | 199 | 147 | 835 

2 CRS 8,873 | 3,090 | 8, 485 | 252 189 878 

8, 485 3,001 8, 280 | 234 | 229 920 

April RONG, EE 8, 280 4,017 9.051 | 320 | 217 997 

‘RES ERA 9,051 4, 032 10, 258 | 305 | 232 1, 054 

10, 258 5,011 11, 271 292 335 991 

11, 271 3, 334 11. 568 247 194 1,028 

VS eepereeee 11, 568 3, 317 12, 191 268 193 1, 084 

September. ___-....-- 12, 191 2,973 12, 540 231 233 1, 065 

Sees ee ee 12, 540 2, 621 } 12, 188 224 271 999 

November. .....-.--- 12, 188 3, 399 12, 440 200 215 962 

December__.......--- 12, 440 3, 325 | 12, 805 197 187 961 
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CASELOAD STATISTICS 


Mr. CanrieLtp. We will also insert in the record the caseload 
statistics for the 6 months’ anes July 1, 1953, to December 31, 1953. 
(The information is as follows:) 
Caseload statistics 


6 MONTHS’ PERIOD JULY 1 TO DEC. 31, 1953 


Other 
Check Bond | Counter- preter: criminal pota} 
cases cases feiting | ‘earch | and non- 
criminal 
Pending investigation June 30, 1953... ___- 9, 045 1, 571 221 64 370 11, 271 
Received July 1 to Dee. 31, 1953 (6 
15, 207 1, 647 607 313 1, 195 18, 9469 
Total to be investigated... ________- 24, 252 3, 218 828 377 1, 565 30, 240 
Cases closed July 1 to Dee. 31, 1953__..___- 13, 433 1, 780 610 320 1, 292 17, 435 
Pending investigation Dec. 31, 1953_____-. 10,819 1, 438 218 57 273 12, 805 
6 MONTHS’ PERIOD JULY 1 TO DEC. 31, 1952 
Pending investigation June 30, 1952_..___- 7, 504 1, 752 216 110 370 9, 952 
Received Ju'y 1 to Dee. 31, 1952 (6 
ee eee ee 11, 783 2, 555 640 604 2,000 17, 582 
Total to be investigated. ___.__- 19, 287 4, 307 856 714 2, 370 27, 534 
Closed cases July 1 to Dee. 31, 1952 (6 
tod 12, 459 2, 248 631 607 1,851 17, 796 
Pending investigation Dec. 31, 1952. ._.._. 6, 828 2, 059 | 225 | 107 519 9, 738 


DANGER IN WORK 


Mr. James. Chief, in your opening statement under the subheading 
of “conclusions” you said: 

We had the dubious distinction of being the only enforcement agency; city 
State, or Federal, which permits its investigators to work alone in certain dan- 
gerous areas of New York, Chicago, Detroit, and other metropolitan centers, 
according to a survey conducted by a private firm. We realize that it is wise to 
send agents into these areas in pairs, but with our limited force and our heavy 
case load we are not in a position to do so. 


Do you indicate that there is constant danger of personal harm to 
op men, and that they should not be sent in as individuals because 
of that? 

Mr. BaueuMan. There is always danger in our work. Take this 
case the other day of the Arlington detective who was shot by a mental 
case. We are dealing with them constantly. 

Normally in such cases we will get a police officer to go with us. 
Where we are dealing with a woman we always try to have at least 
two agents, for self-protection—if nothing else. 

You can go to any home in our work and perhaps not know that a 
person is a wanted criminal. You might think he is just a suspect, 
and he might fire at you or shoot you. 

It is always well to have two agents. Then they can take the proper 
position at least to protect the one agent who might make the advance. 

I do not say that is necessary on ordinary investigations on appli- 
cant personnel cases to always have two men. I think it is a waste of 
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manpower to have two men call then, unless they want the second 
man as a corroborative witness. 

I am taking about the check forgers or perhaps the counterfeiting 
cases, where agents are working in some of these dangerous areas in 
the cities. By that 1 mean where the crime rate is higher. The law 
enforcement officer can expect anything. 

Mr. James. When you have reason to believe that your men are 
going into a really “hot” situation then I imagine you do put more 
than one man on that job. 

Mr. BaucuMan. That is very true. If we know beforehand we 
are going out to make an arrest we will send another man along on 
an arrest for a check forger, let us say; or, if it is a counterfeiting case, 
more than | or 2 men are assigned to the case. But in a lot of cases 
a man goes out in the morning on an investigation, and he might de- 
velop the suspect or the criminal, and he cannot leave that place to 
go and get help. 


ASSISTANCE FROM LOCAL LAW ENFORCEMENT AGENCIES 


Mr. Canrievp. In fact, Chief, in many of these cases could not 
the agent be helped by the local officers? 

Mr. BaucuMan. Yes. They are quite willing, except that on an 
an ordinary investigation you cannot expect the police to be tied up 
and do the Federal Government’s work. They have their work, also. 

Mr. James. In other words, in a general sense this matter to which 
you have called attention is a risk that is related to the type of work 
you are doing, and there is not very much you can do about it, is there? 

Mr. BauGuMan. No; not without more agents. 

Mr. James. Except that when you know something is really “hot’’ 
you can provide for it? 

Mr. Baueuman. That is true. 

Mr. James. Then there is nothing we could do, and no place you 
could be helped to any great degree by further legislation? 

Mr. Baucuman. That is true. 

Off the record. 

(Discussion off the record.) 


DEATH COMPENSATION 


Mr. James. In connection with this same matter, some time ago 
this committee had a discussion about the advisability of setting up 
some compensation for the widows or families of men who are killed 
in line of duty. I think a couple of men were provided for by special 
act of Congress, were they not? 

Mr. Bauauman. Mr. Canfield submitted a bill to the Congress 
recommending that a certain amount—$5,000—be paid to the widow 
of Leslie Coffelt, the White House policeman who was killed at the 
Blair House shooting, which was a very admirable bill, in my estima- 
tion. I do not know if it got out of the committee or not. 

Mr. Canrigeip. That bill, Chief, lost out in a very close vote in 
committee. In fact, it was not definitely rejected; it was put aside. 

(Discussion off the record.) 

Mr. James. I might say, it seems to me a little unbecoming, that 
we should permit the members of the Armed Forces to have insurance 
to the extent of $10,000, at a very low premium rate, for the benefit 
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of their widows or families in the event that they are killed; and at 
the same time not provide the same protection for men who are 
doing, in a general sense, equally hazardous work in the Government 
service. 

Mr. Gary. It is a little discriminatory. 

Mr. James. I will accept that amendment, Mr. Gary. 

Mr. Canrietp. Chief, has not some general legislation been pre- 
sented to take care of the survivors of men shot down in the Secret 
Service and other policing agencies of the Federal Government? 

Mr. Bauauman. In the past bills have been introduced and sums 
iven to widows of some Federal investigators. I do not know just 
ow many. 

Mr. Canrie.p. You have in mind private bills? 

Mr. Baucuman. Yes; but I cannot say offhand that I remember 

of any bills or suggestions on pensions. 

Mr. Canrrevp. Off the record. 

(Discussion off the record.) 


PUBLICITY 


Mr. Passman. Chief, the policy of your agency is to operate 
without fanfare and headlines, is it not? 

Mr. Baueuman. We do not seek publicity. Sometimes it comes 
our sg We do not have a public information officer. 

Mr. Passman. It is not your policy to accuse an individual until 
such time as you have information that he is guilty of some crime? 

Mr. BauauMan. Very true. We develop our evidence and then 
let the court and jury decide as to guilt. 


SALARIES OF AGENTS 


Mr. Passman. You take your agents in at GS-9 and 10. Is that 
a comfortable salary, compared to what civil service employees receive 
in other agencies? - 

Mr. Bauacuman. I would have to answer that “Yes” and “No.” 
I know of some Government investigators who investigate nothing 
but personnel cases and who are in the grade of 11 or higher. Our 
agents are in grade 9 and 10 and work on important criminal and also 
personnel or applicant; cases, but are in a lower grade. 

Mr. Passman. In other words, they do not receive a higher salary 
than a comfortable rate in other agencies? 

Mr. Bauauman. No, sir. 


UNCOMPENSATED OVERTIME 


Mr. Passman. I wish every civil service employee could read this 
first page of your testimony. I think it is the most commendable 
thing that has ever been presented to this committee with respect to 
the overtime and the great amount of money that is saved the tax- 
payers by your agents being willing to work 80,000 hours uncompen- 
sated overtime for the year. The American people owe you a debt 
of gratitude. I wish they knew more about your agency. 

Mr. Baucuman. Thank you, Mr. Passman. 

Mr. Passman. Off the record. 
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(Discussion off the record.) 
Mr. Baucuman. Thank you very much, Mr. Passman, for your 
remarks. 


Mr. Vurseu. I may say I was impressed with some of the same 
thoughts. 


Mr. CanrFretp. We all agree with your expressions. We thank you, 
Chief, and Mr. Taylor for your very fine presentation. 


Mr. Bavouman. I certainly appreciate your kindness and kind 
remarks, Mr. Chairman. 


Fripay, JANUARY 22, 1954. 


BUREAU OF THE MINT 


WITNESSES 


LELAND HOWARD, ACTING DIRECTOR OF THE MINT 
FREDERICK W. TATE, CHIEF ACCOUNTANT 
BEN C. HOLLYFIELD, ASSISTANT CHIEF ACCOUNTANT 


SALARIES AND EXPENSES 


Amounts available for obligation 


| 1953 actual | 1954 estimate | 1955 estimate 


Appropriation or estimate $4, Py 000 
Reimbursements from non-Federal sources_.._.------- 638, 338 
Reimbursements from other accounts 191, 275 


Total available for obligation 5, 654, 613 
Unobligated balance, estimated savings —66, 947 


Obligations incurred 5, 587, 666 


Notr.—Reimbursements from non-Federa] sources above are receipts from (31 U. 8. C. 
367 (Jan. 20, 1874, 18 Stat. 6)), and proceeds from sale of medals and proof coins (31 U. 8. C. 369 (as prod 
May 10, 1950, 64 Stat. 157)). 


Obligations by activities 


Description 1953 actual | 1954 estimate | 1955 estimate 


Direct Obligations 


. Manufacture of coins (domestic) - $2, * pod 
. Processing deposits and issues of monetary metals and coins. 
. Protection of monetary metals and coins ‘ 700, “a0 
. Refining gold and silver bullion e 292, 966 
. Executive direction : 118, 641 
. Inventory changes 106, 104 


Total direct obligations 4, 758, 053 
Obligations Payable Out of Reimbursements 


Reimbursements from non-Federal sources: 7. Manufacture 
of coins, ete. (foreign) - _- 638, 338 
Reimbursements from other accounts: 8. Miscellaneous work 
performed for other agencies 191, 275 


Total obligations payable out of reimbursements 829, 613 


Obligations incurred 5, 587, 666 


80, 000 50, 000 
120, 000 50, 000 
4.900.000 | 600, 00 
1 $2, 648, 000 $2, 467, 400 
2 882, 800 874, 800 
3 | 757, 200 750,000 
4 287, 200 283, 000 
3 124, 800 124, 800 
120, 000 50, 000 
ee 200, 000 100, 000 
4,900,000} 4, 600, 000 
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Obligations by objects 


Object classification 


1953 actual 


1954 estimate 


BUREAU OF THE MINT 
Summary of Personal Services 


Total number of permanent positions. 
Average number of all employees 


Average salaries and grades: 

General schedule grades: 
Average salary 
Average grade. 

Crafts, protective, and ‘custodial grades: | 
Average salary 
Average grade 

Ungraded positions: Average salary 


Personal service obligations: 
Permanent positions. 
Regular excess of 52-week base 
Payment above basic rates_. 
Other payments for personal ‘services. 


Total personal service obligations 
Direct Obligations 


Travel__ 
Transportation of things 
Communication services. 
Rents and utility services...............-- 
Printing and reproduction 
Other contractual services 
Services performed by other agencies. 
Supplies and materials 
Equipment_. 
Refunds, awards, and indemnities 
Taxes and assessments 


Obligations Payable Out of Reimbursements 


Personal services 
Travel. 
Transportation of things. - 
Rents and utility services 

Supplies and materials 

Equipment 


Total obligations payable out of reimbursements 
Obligations incurred 
ALLOCATION TO DEPARTMENT OF COMMERCE 
Other contractual services 
SUMMARY 
Summary of Personal Services 


Total number of permanent positions 
Average number of all employees 


Average salaries and grades: 
General schedule grades: 
Average salary 
Average gr: 
Crafts, protective, and custodial grades: 


Personal service obligations: 
Permanent positions 
Regular pay in excess of 52-week base __- 
Payment above basic rates 
Other payments for personal services...............-...------- 


Total personal service obligations 


1955 estimate 
1,045 945 893, 
$5, 289 $5, 479 $5, 568 
GS8-7.7 GS-8. 0 GS-8.0 
$3, 527 $3, 570 $3, 577 
CPC-5. 2 CPC-5. 2 CPC-5. 2 
$3, 707 $3, 937 $3, 953 
me Se? $4, 243, 045 $3, 992, 187 $3, 773, 830 
eek ae 13, 243 15, 913 15, 270 
sinadieandaaebanied 391, 271 75, 000 72, 000 
- ol 4, 000, 710 3, 939, 100 3, 781, 100 
02 34, 344 25, 000 25, 000 
03 F 13, 053 13, 000 13, 000 
04 14, 904 22, 000 23, 000 
05 209, 918 230, 000 210, 000 
06 11, 993 10, 000 10, 000 
07 , 37,021 25, 000 25, 000 
3, 407 4, 400 4, 400 
08 282, 538 313, 000 292, 000 
09 4 110, 875 100, 000 100, 000 
13 18, 559 10, 000 10, 000 
15 aie 10, 782 8, 500 6, 500 
4, 748, 104 4, 700, 000 4, 500, 000. 

ol bhadnianasiaadidl 647, 213 144, 000 80, 000 
05 38, 100 8, 500 4,700 
O08 76, 200 17, 000 9, 400 
09 SRR 40, 100 11, 300 5, 900 
ee 829, 613 200, 000 100, 000 
|_......| 5,877,717 | 4, 900,000 4, 600, 000 
1,078 979 927 
$5, 289 $5, 479 $5, 568 
GS-7.7 GS-8.0 GS-8.0 
Ungraded positions: Average salary...........-...-.....-- $3, 707 $3, 927 $3, 953 
$4, 243, 045 $3, 992, 187 $3, 773, 830 
13, 243 15, 913 15, 270 
391, 271 75, 000 72, 000 
4,647, 038 4, 083, 100 3, 861, 100 
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Obligations by objects—Continued 


| 
Object classification 1954 estimate | 1955 estimate 


Direct Obligations | 
$3,939,100 | $3, 781, 100 


03 Transportation of things 
Communication services 
Rents and utility services 
Printing and reproduction 
Other contractual services 
Services performed by other agencies 
Supplies and materials____ 
09 Equipment. _- 
Refunds, awards, and indemn 


‘Taxes and assessments | 


Total direct obligations 


Obligations Payable Out of Reimbursements 


Personal services 

Travel 

Transportation of things 
Rents and utility services 
Supplies and materials 
Equipment 


Total obligations payable out of reimbursements_______- 829, 613 . | 100, 000 


Obligations incurred 


Analysis of Expenditures 


1953 actual | 1954 estimate 


Unliquidated obligations, start of year $497, 245 $520, 892 
Obligations incurred during the year 5, 587, 666 4, 900, 000 


6, 084, 911 5, 420, 892 
Deduct: 


Adjustment in obligations of prior years. __..__......_._.- 29, 211 
Reimbursements 829, 613 
Obligated balance carried to certified claims account 365 

Unliquidated obligations end of year 520, 892 


307, 112 
Total expenditures 4,704,830 | 4,913,780 | 4, 512, 400 


Expenditures are distributed as follows: 
Out of current authorizations 4, 249, 821 4, 398, 000 4, 214, 000 
Out of prior authorizations 455, 009 515, 780 298, 400 


Mr. CanrreLp. The committee will now come to order for the 
purpose of hearing the presentation of the Bureau of the Mint. We 
are glad to have before us at this time the Acting Director, Dr. 
Leland Howard. Dr. Howard, do you have a general statement to 
make at this time? 

Mr. Howarp. Yes, sir. 

Mr. Canrre.p. Then will you be good enough to proceed. 


GENERAL STATEMENT 


Mr. Howarp. All right, sir. 

Mr. Chairman and members of the committee, the activities of the 
Bureau of the Mint include the manufacture of coins; the receipt of 
deposits of gold and silver bullion; the safeguarding of the Govern- 
ment’s holdings of monetary metals and coins; and the refining of 
gold and silver bullion. The Mint organization consists of three 
coinage mints, two assay offices, two bullion depositories, and the 
Washington office. 

The total appropriation requested for these activities for the fise 
year 1955 amounts to $4,500,000 which is a decrease of $200,000 
under the $4,700,000 appropriated for 1954. 


01 Personal 
02 Travel 34, 344 25, 000 25, 000 
13, 053 13, 000 | 13, 000 
14, 904 | 22, 000 23, 000 
209, 918 | 230, 000 | 210, 000 
11, 993 10, 000 | 10, 000 
RE OT 46, 970 25, 000 25, 000 
3, 407 | 4, 400 4, 400 
282, 538 | 313, 000 292, 000 
110, 875 100, 000 100, 000 
18. 559 10, 00 | 10, 000 
15 8, 500 | 6, 500 
758,083 | 4, 700,000| 4, 500.000 
| 647, 213 144, 000 80, 000 
38, 100 8, 500 | 4, 700 
76, 200 17, 000 9, 400 
5, 587,666 | 4,900,000 4, 600, 000 | 
| 1955 estimate 
$307, 112 
4, 600, 000 
200, "100, 000 
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COINAGE PROGRAM 


Coinage production is the major activity of the mint. The demand 
for coins, which is subject to extreme variations, usually follows 
general business trends and large quantities of coins are required for 
the numerous types of cash transactions throughout the Nation when 
favorable business conditions prevail. With the national income at 
a high level during the past few years, coins have been delivered to 
the Federal Reserve banks, from the mints, at an average rate of 
approximately 1.5 billion pieces per year. Coins are shipped from 
the mints to the Federal Reserve banks only upon receipt of orders 
from the banks, and the volume of the coinage program is determined 
by the public requirements for coins. 

Actual coinage production during the fiscal year 1953 amounted to 
1.6 billion pieces. These coins were al! requisitioned by the banks. 
In addition, reserve stocks of coins in the mints were seriously depleted. 
The opening inventory of coins, which amounted to 243 million pieces, 
was reduced to 140 million at the end of the year. Actual deliveries 
during the fiscal year 1953 amounted to 1.7 billion coins. 

The heavy demand for coins is continuing during the current fiscal 
year and coinage production in the first hal! of fiscal 1954 is slightly 
greater than last year’s output during the same period. Although the 
mints are delivering coins to the Federal Reserve banks as fast as they 
can turn them out, some orders remain unfilled. The coinage program 
outlined in our budget for the current fiscal year calls for manu- 
facture of 1.6 billion pieces which is the same quantity that was made 
during the prior year. The coinage program presented in the appro- 

riation request for the fiscal year 1955 calls for production of 1.5 
billion coins. 
OTHER ACTIVITIES 


The other mint activities are processing deposits and issues of 
monetary metals and coins, protection, and refining. You will note 
from the activity schedule in our estimate that substantial cost 
reductions were made for these functions between 1953 and 1954 and 
further, though smaller, decreases are shown in 1955. Recent manage- 
ment studies indicate that these operations can be conducted on an 
efficient basis at a lower cost. This action is representative of the 
strenuous effort being made throughout the mint service to make 
savings in all operations and to divert all possible personnel and facili- 
ties to the production of coins. 


MANAGEMENT IMPROVEMENT PROGRAM 


For some time the mint has been conducting a vigorous manage- 
ment improvement program, and additional progress has been made 
in this endeavor during recent months. The results of this program 
can best be stated in terms of actual production costs. During the 
fiscal year 1946, the mints produced 1.6 billion coins with a total manu- 
facturing cost of $3,465,000. Since that time, the cost of labor and 
materials has increased by at least 75 percent, however, the coinage 
program for the current fiscal year as presented in the budget before 
you, calls for production of approximately the same number of coins 
with total manufacturing cost of $2,548,000, a reduction of $917,000. 
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This cost reduction has been made possible through installation of 
modern production equipment, chiefly in the Denver Mint, and 
through adoption of more efficient coinage production methods. <A 
substantial additional reduction in cost could be made by further 
installations of modern equipment as we have previously explained 
to this committee. In the absence of funds for new equipment, we 
are actively making management surveys for the purpose of reducing 
cost. 

Representative actions resulting from recent surveys, are as follows: 


COINAGE ACTIVITY 


The transfer-weighing function has been completely eliminated and 
process weighing has been substantially curtailed. These operations 
relate to the weighing of coinage ingots, clippings, coinage blanks, 
and finished coins as they are physically transferred between operating 
divisions in the mint during the manufacturing processes. Accounting 
duties related to these weighing operations have also been eliminated. 
Estimated savings resulting from these actions amount to $74,000 on 
an annual basis. 
DEPOSITS ACTIVITY 


A consolidation of the Cashier’s Division and the Deposit Receiving 
Section has been effected in each mint, with a streamlining of operations 
and reduction in personnel, with estimated annual savings of $20,000. 


PROTECTION 


A review of the protection activity resulted in the elimination of 
a number of guard posts, with a consequent reduction in the number 
of guards required from 148 on June 30, 1953, to 137 on November 30, 
1953. Annual salaries for these 11 guards amount to approximately 
$38,000. 

Other measures include transfer of gold sales from the Denver 
Mint to the New York office, transfer ot mail-order deposit transac- 
tions from the Philadelphia Mint to the New York office, elimination 
of a second melting of gold deposits, and vacating a warehouse used 
by the Philadelphia Mint. Incidentally, that savings goes to the 

eneral Services Administration and not to us. Estimated savings 
from these projects amount to $10,000. 

Other recent management actions of lesser importance are discussed 
fully in the detailed justification under the captions “Improved han- 
dling of coin blanks and scrap material from blanking presses”’; 
“Mechanized coin-blank reviewing operations’; “Increased output 
from coining presses”; and “Increased accuracy of coin counting 
operations.” Savings from these projects as outlined in our justifi- 
cation, together with other minor items, amount to $51,500 ona 
yearly basis. 

Summary of savings 
Coinage activity 
Deposits activity 
Protection 


1 Includes $5,700 warehouse rent paid by General Services Administration. 


| | 
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As a result of the above actions, the duties of a number of employees 
have beeo eliminated, and total personnel in the mint has been reduced 
by 50 employees since June 30, 1953. Savings from the above projects 
have been taken into account in presenting our budget, and a number 
of employees have been reassigned to the coinage activity. In other 
words, these savings have been plowed back into operations for in- 
creased coinage production. For the deposits and protection activi- 
ties, substantial cost reductions are shown in the activity schedule 
included in our estimate. 

lam sure that you will be interested in another phase of our manage- 
ment program which relates to the shipment of finished coins by 
motortrucks. For many years, all coins have been delivered to the 
Federal Reserve banks via the Post Office Department or Railway 
Express Agency. These shipments required loading the coins on to 
trucks at the mint and reloading at the train for shipment; at the 
destination they were unloaded from the train to a truck, and again 
unloaded from the truck at the Federal Reserve bank. By using 
motortrucks which are loaded at the mint and unloaded at the bank, 
two handlings are eliminated. Actual savings from July through 
November 1953, computed by comparing the shipping cost by the 
former method as compared with the present method, amounted to 
$117,765. I might say through December that is up to $140,000. 
On the basis of these figures, it is estimated that savings will exceed 
$200,000 during the current fiscal year. These savings will not affect 
the appropriation requested for operation of the mint, as shipping costs 
are paid from seigniorage on coinage. Treasury revenues will be 
increased, however, as a result of the reduction in expenditures for 
shipment of coins. 


TRANSFER FROM THE TREASURER OF FUNCTIONS PERTAINING TO 
DISTRIBUTION OF COINS 


In the past, the Office of the Treasurer of the United States has 
directed deliveries of coins from the mints to the Federal Reserve 
banks, and shipments of coins between banks. Expenses of shipments 
from the mints have been charged to the seigniorage accounts, and 
the cost of shipments between banks has been charged to the appro- 
priation “Contingent expense, public moneys.’ The responsibility of 
the mint was limited to production of coins, and the mint did not have 
first-hand information in regard to bank inventories and coinage 
requirements. This divided responsibility presented certain difficul- 
ties in coordination of production schedules and distribution of 
available supplies. In order to obtain more effective control over this 
problem, Treasury Department Order No. 179, dated November 19, 
1953, transferred the functions previously performed by the Office of 
the Treasurer to the Bureau of the Mint, effective December 1, 1953. 
Under this change, complete control over the distribution of all coins, 
from the mints to the Federal Reserve banks, and shipments between 
banks, will be centralized in the Bureau of the Mint, and all trans- 
portation costs in connection therewith will be charged to the 
seigniorage accounts. Additional administrative expenses incident 
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to the processing of requisitions for coins, communication services, 
and other costs will be absorbed by the mint. 


PENALTY MAIL 


This estimate contains no provision for funds to defray the cost of 
penalty mail which must be reimbursed to the post office. This will 
amount to approximately $8,000 in the fiscal year 1955. 


POTENTIAL WAGE ADJUSTMENTS 


A majority of the personnel employed in the mint are blue-collar or 
per diem workers whose wages are adjusted periodically by wage 
board procedure to bring them in line with wages paid for similar 
trades in the areas where mint institutions are located. Wage surveys 
now being made, although incomplete, indicate that wage increases 
to mint per diem workers will amount to approximately $150,000 in 
fiscal 1955. No provision is made in the appropriation request before 
you to cover this item. 

We expect to have wage adjustments this year amounting to 
$65,000. They are not complete, however. 

Mr. Canrie.tp. Dr. Howard, that was a very fine, impressive and 
acceptable statement. It appears that you are moving aggressively 
ahead under your management and improvement program. 

The acting chairman, the gentleman from Pennsylvania, Mr. 
James, whom we recognize as an authority on the subject of the mint, 
will take over the questioning. 


JUSTIFICATION DATA 


Mr. James. Without objection, we will insert pages 236 through 
238 of the justifications in the record at this point. 
(The material referred to is as follows:) 


Analysis of appropriation base for fiscal year 1955 


Regular appropriation, 1954 act 
Supplemental appropriation for 1954 


Total appropriation, 1954 
Reductions: 
1. Manufacture of coins (domestic) 
2. Processing deposits and issues of monetary metals and coins_ - 
3. Protection of monetary metals and coins 
4. Refining gold and silver bullion 
Additions: 1. Manufacture of coins (domestic) 
Adjustment in base (net) 


Appropriation base for 1955 
Increase over appropriation base for 1955 


Appropriation estimate for 1955 


Increase or decrease from total appropriation, 


4, 700, 000 

300, 100 

8, 000 

7, 200 

4, 200 

319, 500 

119, 500 

— 200, 000 
1951... 200, 000 
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Comparison of appropriation base with appropriation estimate for 1955 


eee oy base | Appropriation esti- Increase or 
r 1955 mate for 1955 decrease 


Activity avers 


age 
posi- 
tions 


Manufacture of coins (domestic) 
Processing deposits and issues of mone- 


Total appropriation, 1954, and ap- 
propriation estimate for 1955 


GENERAL STATEMENT 


The appropriation for the Bureau of the Mint finances the manufacture of 
coins; the receipt of deposits of gold and silver bullion; the safeguarding of the 
Government’s holdings of monetary metals, including coins in 3) age stages 
until finished and issued; and the refining of gold and silver bullion. oinage 
mints are located at Philadelphia, San Francisco, and Denver and assay offices 
are at New York and Seattle. A gold bullion depository is located at Fort Knox, 
and a silver bullion depository, which operates as an adjunct of the New York 
Assay Office, is located at West Point. 

Mint revenues are deposited into the general fund of the Treasury and an 
annual appropriation is requested for operating expenses. Revenues for the 
fiscal year 1955 are estimated at $49,900,000 and an appropriation of $4,500,000 
is requested for that year. 

LANGUAGE CHANGES 


A change in the language of this appropriation is made to remove authority 
contained in the 1954 act for purchase of one passenger motor vehicle, and to 
eliminate “examination of estimates of appropriations in the field” pursuant to 
section 1314 of Public Law 207, 83d Congress. 


ANALYSIS OF APPROPRIATION BASE 


Manufacture of coins (domestic) 

The reduction of $300,100 indicated for this activity consists of (a) $119,500 
in anticipated savings from management improvement program projects and 
(b) $180,600 from a reduction in the coinage program amounting to approxi- 
mately 140 million pieces. 

Management improvement projects are as follows: 


Estimated savings 


Project 
1954 1955 


Mechanize coin blank reviewing operations 

Improved handling of coin 
[Increased accuracy of coin counting 0: tions. 

Increased output 


press 


| 


3 


Aver- 
posi: | Amount | Amount Amount 4 
tions tions ; 
3. Protection of monetary metals and 3 
4, Refining gold and silver bullion. 57 283, 000 57 
5. Executive direction................---- 12 124, 800 12 
| | 4,700,000} 4,500,000} | —200, 000 
| 
Complete... 0 
0 
0 
Adaptation of automatic feeders to 50-cent pieces_...._.._...._|_....do....... 0 
Improved material handl 2, 000 
Elimination of transfer weighing-_-...............-..-.---.--.|-----d0---.... 2, 000 
Curtailment of process weighing --...._...........-.--.-------|-.---do-...... 0 
Installation of automatic feeders on seales._.................-..|-----d0-.....- 500 
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The addition of $119,500 to the coinage activity is made for the purpose of plow- 
ing back savings from management projects to maintain coinage production at a 
level sufficient to meet the demand from the banks for coins. 

Other activities 

Cost reductions are estimated for the other major activities of the Mint as 

follows: 


Processing deposits and issues of monetary metals and coins_____._.._. $8, 000 
Protection of monetary metals and coins 7, 200 
Refining gold and silver bullion ‘ 


Management surveys are being made of operations in these activities, and it is 
contemplated that methods can be found to continue these functions on an 
efficient basis with a lower employment level. 

The cost of payments to the Post Office Department for penalty mail in 1954 
is estimated at $7,000 and in 1955 at $8,000. No provision was roade for these 
costs and they will be absorbed by the appropriation granted for each year. 


CHANGES INVOLVED IN FORMULATION OF 1955 BUDGET 


Mr. James. The appropriation for the current fiscal year was 
$4,700,000. Thiough changes made pursuant to law the base for 
1955 became $4,500,000. 

The request for the fiscal year 1955 is $4,500,000. Will you please 
explain the changes that were made resulting in a request for a lesser 
amount? 

Mr. Howarp. Mr. Congressman, we had reductions in coinage of 
$300,100; a reduction io the processing of deposits ot $8,000; in protec- 
tion we had a $7,200 saviag, and ia refining $4,200. The total deduc- 
tion is $319,500. 

We plowed back into coinage operation $119,500. That leaves a 
net decrease of $200,000 which reduces the $4,700,000 down to the 
$4,500,000. 

MANUFACIURE OF COINS 


Mr. James. Without objection, we will insert pages 239 through the 
first paragraph on page 245 of the justifications in the record at this 
point, relating to the manufacture of coins, domestic, for which 
$2,467,400 is requested. 


(The material referred to is as follows:) 


DETAILED EXPLANATION OF ESTIMATES BY ACTIVITY 


1. Manufacture of coins (domestic) 


Budget estimate for 1955 


Increase over base 


The manufacture of domestic coinage is the major activity of the Bureau of 
the Mint. Coins are ordered from the mint by the Federal Reserve banks in 
quantities required for the country’s business transactions, and the volume of 
the coinage program is, therefore, determined by the public need for coins. 

Coinage production during the fiscal year 1953 amounted to 1,620 million 
pieces with a manufacturing cost of $2,465,867. The heavy demand for coins, 
which has been in effect during recent years, continued throughout fiscal 1953 and 
the mint was hard pressed during much of the vear to fill orders from the banks 
Production of coins in 1953 increased by 68 million pieces over 1952; however, 
shipments to the banks increased by 362 million pieces over the previous year. 
The inventory of coins in the mint at the end of the fiscal year was down to about 
140 million pieces, a decrease of approximately 100 million pieces as compared 
with the opening inventory. 
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Improved coinage production methods devised during the past year in con- 
nection with the management improvement program, together with extension and 
perfection of projects adopted in previous years, resulted in further reductions 
in coinage unit costs. The following table presents a comparison of unit costs 
during recent years: 


Coinage production costs, per 1,000 pieces 


| 
l-cent 10-cent | 25-cent | 50-cent 


$2. 12 

2. 
1, 
1. 


10 
71 
1953 54 


Representative measures adopted during the past year which contributed to 
increased efficiency in coin production are described below: 


Improved handling of coin blanks and scrap material from blanking presses 

Coinage blanks and scrap material from blanking operations were formerly 
discharged into small separate containers which held approximately 50 pounds of 
material. It was necessary for the press operator to stop feeding strips into the 
press every few minutes to manually lift and empty these small boxes of blanks 
or scrap. Larger containers with capacity of about 350 pounds are now being 
used, and handled with overhead cranes. This improvement permits the operator 
to spend a much greater portion of his time feeding strips into the press, and 
relieves the physical strain of constantly lifting 50-pound boxes of material. 
(Estimated annual savings—$11,000) 


Mechanized coin blank reviewing operations 

Reviewing operations have been extensively mechanized by utilization of over- 
head cranes which feed blanks to reviewing belts, and remove inspected material, 
in 500-pound lots in place of small 50-pound lots formerly handled manually. 
New vibratory feeders assure a constant flow of material across the reviewing 
belt, increasing output. (Estimated annual savings—$12,000). 
Increased output from coining presses 

Coining presses at San Francisco have been equipped with large containers 
which hold a sufficient quantity of blanks to operate the press several hours. 
Overhead cranes are used to fill the containers, eliminating hand feeding, and each 
worker now operates additional presses. Personnel changes, resulting in more 
effective utilization of supervisory and die setting employees, have also increased 
press output. (Estimated annual savings—$12,000). 


Increased accuracy of coin-counting operations 

Standard practice in coin-counting operations has called for one employee to 
operate one coin-counting machine. Coin-counting machines at the Philadelphia 
Mint have been rearranged so that one counting machine is located directly over 
a second machine, and the coins flow automatically from the first machine, after 
counting into the second one where they are counted again. Automatic vibratory 
feeders provide a continuous flow of coins to the machines. One employee now 
handles the output of four counting machines which is equivalent to two machines 
under the former method. In addition, the increased accuracy of counting opera- 
tions has permitted elimination of weighing of silver coins before sacking. (Esti- 
mated annual savings—$16,000). 

The coinage program for the fiscal year 1954 provides for production of 1,640 
million coins with estimated manufacturing cost of $2,548,000. The program 
originally presented for the fiseal year 1954, in the budget estimate for that year, 
was based on actual production costs experienced in the fiscal year 1952. ‘lhe 
practice is followed in the mint, in presenting yearly coinage programs, of using 
the most recent cost production data available. As explained previously, how- 
ever, production costs for fiseal 1953 were even lower than those for 1952, and the 
coinage program for 1954 has accordingly been restated in this budget at the 
lower 1953 rates. It is now considered that production can be increased from the 
estimate of 1,500 million in the 1954 budget to 1,640 million, despite the fact that 
less total funds are available, and that substantial wage increases have been 


5 $1. 59 | $2. 81 $5. 10 $8. 25 
3.49 6.79 
3. 23 5.99 
3. 23 5.99 
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granted to per diem employees. Although these wage increases, which must be 
absorbed from present funds, will increase production costs, as well as rising costs 
for supplies and utilities and other cost increase factors, it is anticipated that 
methods will be found to hold 1954 coinage unit costs at the actual 1953 levels. 

The demand for coins is continuing very heavy and coins are currently being 
delivered to the banks as fast as the mint can turn them out. All facilities are 
being concentrated on coinage production to the fullest extent possible in an 
effort to increase production sufficiently to fill all orders from the banks. 

Funds included in the appropriation request for 1955, yh ide for manufacture 
of 1,500 million pieces with estimated manufacturing cost of $2,367,400. Coinage 
unit costs presented for 1955 are identical with actual costs for 1953 and esti- 
mated 1954 costs, despite a decreased volume as compared with these years. 
The program for fiseal 1955 is based on the assumption that business activity 
will continue at its present high level. There is no indication now that the coin 
demand will decline and it is considered that a production program of 1,500 
million coins in 1955 is fully justified by the demands being made upon the mints 
for coins. This estimate does not prov ide for building up any reserve inventories 
of coins in the mints, although it is considered important that this action be 
taken as soon as possible, particularly in the 1 cent denomination which is now 
being shipped by motor truck. It is very difficult to take advantage of the most 
economical shipping rates, where full truck-load shipments must be made, if there 
are no reserve inventories of coins in the mints. 

Workload statistics showing coinage production, deliveries and inventories are 
presented in the following tables: 


Production, delivery and inventory summary fiscal years 1954 and 1955 


Pieces 
Inventory beginning fiscal year 1954 139, 900, 000 
Estimated production, fiscal years 1954 and 1955_____- 3, 140, 000, 000 
Total pieces available for delivery be _. 3, 279, 900, 000 
Estimated deliveries, fiscal years 1954 and 1955_______. _. —3, 190, 000, 000 


Estimated inventory, close of fiscal 1955 89, 900, 000 


Comparison of actual deliveries of coins during the Period 1943 to 1953 with esti- 
mated deliveries during the fiscal years 1954 and 1956 


Number of pieces 
Fiseal years: delivered 
1954 and 1955 estimated deliveries per year (av dims 1, 595, 000, 000 
1953 actual deliveries : 1, 722, 232, 000 
1952 actual deliveries 4 ; . _ 1, 359, 819, 000 
1951 actual deliveries _ _. 1, 522, 678, 000 
1950 actual deliveries : : ; 494, 963, 000 
1949 actual deliveries _ - 995, 769, 000 
1948 actual 1, 094, 941, 000 
1, 390, 354, 000 
2, 106, 859, 000 
2, 589, 259, 000 
2, 309, 032, 000 
1, 773, 663, 000 


Coinage activity at the United States mints, fiscal year 1953 


[Pieces] 


| | 
Balance on Coins pro- |  Coinsde- Balance on 
Denomination hand, July 1, duced, fiscal | livered, fiseal | hand, June 30, 
1952 


year 1953 | year 1953 7 1953 


216, 723, 023 1, 092, 044, 380 | 1, 235, 582, 022 
6, 210, 127 | 106, 437, 280 112, 647, 021 | 386 
13, 683, 139 | 265, 747, 473 | 237, 227, 442 | 42, 203, 170 
2, 348, 295 | 106, 640, 073 | 95, 584, 257 | 13, 404, 111 

hin 3, 628, 750 | 48, 693, 688 | 41, 191, 799 | 11, 130, 639 


73, 185, 381 


Mac rsaidkinacaesednunbbans . 242, 593, 334 | 1, 619, 562, 894 | 1,722, 232, 541 139, 923, 687 
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Actual domestic coinage, fiscal 1953 


Number of Cost per 
Denomination pieces thousand Total cost 
produced pieces 
bac 1, 092, 044, 380 $1. 03 $1, 129, 193 
106, 437, 280 2.72 290, 019 
ap 265, 747, 473 1. 54 410, 260 
106, 640, 073 3. 23 344, 699 
1, 619, 562, 894 2, 465, 867 


Estimated domestic coinage, fiscal 1954 


Number of Cost per 
Denomination pieces thousand Total cost 
to be produced pieces 
1, 102, 000, 000 $1. 03 $1, 130, 210 
150, 000, 000 2.72 408, 000 
226, 000, 000 1.54 348, 940 
112, 200, 000 3. 23 362, 300 
49, 800, 000 5.99 298, 550 


Estimated domestic coinage, fiscal 1955 


Number of Cost per 
thousand Total cost 


Denomination pieces 
to be produced pieces 


2, 367, 400 


The success of the management-improvement program in the mint is due, in 
large part, to new equipment items which have been purchased and installed dur- 
ing the past several years. As indicated in the table previously presented show- 
ing unit costs by fiscal years, the mint is actually producing coins today at a much 
cheaper rate than it was several years ago. Substantial benefits in further cost 
reductions could be realized by additional equipment outlays such as moderniza- 
tion of the Philadelphia Mint; however, items of this nature are being deferred 
until such time as the Government is in a more favorable budgetary position. 
The amount included in the budget for the fiscal year 1955 for equipment is 
$100,000, and this amount will be used for purchase of the most urgently needed 
items or for replacement of items which break down during that fiscal year. 


Mr. James. It appears that $2,467,400 requested is the same as the 
appropriation base for 1955. Is not this the-activity in which the 
major reduction was made in arriving at a base for 1955 less than the 
appropriation for the same purpose for the current fiscal year, and 
will you explain the reduction? 


| | | 
| | | 
| 


| 818381 | 
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Mr. Howarp. Actually in coinage, there is a reduction of $180,600, 
and that will amount in number of pieces to 140 million. In other 
words, in our coinage activity for 1954 we expect to produce 1,640 
million pieces and for 1955 we expect to produce 1,500 million pieces. 


INVENTORY OF COINS 


Mr. James. From your statement it appears that coinage produc- 
tion for the fiscal year 1953 amounted to 1,600 million pieces and the 
demand for coins was in excess of this amount by some 103 million 
pieces, reducing the inventory to 140 million pieces at the end of the 

ear. 
s It would further appear that for the fiscal year 1954, the demand 
continues heavy, and that the production program calls for the man- 
ufacture of 1,640 million pieces, the same as for 1953. 

If the demand for the balance of the fiscal year 1954 continues at 
the present rate it would then appear that all of the production for 
1954 would be used and there would be left in the inventory less than 
40 million pieces; is that correct? 

Mr. Howarp. If the demand continues at the rate it did last year 
that would be approximately what it would come to. 

Mr. James. Is an inventory of less than 40 million pieces sufficient? 

Mr. Howarp. It certainly is not because we have 3 mints and we 
have to have coins in 5 denominations in each mint, so we are right 
on the borderline. 


PRODUCTION OF COINS 


Mr. James. It further appears that the production program for the 
fiscal year 1955 calls for only 1,500 million coins. Do you think that 
is sufficient? 

Mr. Howarp. Well, the only way I can answer that is by saying 
this: If the demand remains as heavy as it was last year when we 
delivered 1,722 million pieces, we are going to be 200 million short. 
We have figured on somewhat of a reduction in the demand. If the 
demand is 1,500 million pieces, we are going to come out just about 
even. 

Mr. James. Do you have any sound reasons to believe there will be 
some reduction in the demand? 

Mr. Howarp. We do not think there is going to be much falling off 
in business. We feel we will have heavy deliveries. One thing we 
point out is that for the past few years the average has been about 
1,500 million pieces. We feel we have been up a bit above the average 
and probably we will fall down to the average. 


COINAGE CAPACITY OF THE MINTS 


Mr. James. What is the coinage capacity of the mints if no re- 
strictions were made through appropriations? 

Mr. Howarp. Probably 5 billion coins. 

Mr. James. How much did you request of the Bureau of the 
Budget? 

Mr. Howarp. The same amount. 
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COINAGE UNIT COSTS 

Mr. James. It is noted that during the past few years coinage unit 
costs have gone down. Would you discuss the reason for that? 

Mr. Howarp. Well, the major reason is the purchase of equipment 
that permits us to roll larger ingots and use mechanized handling of 
materials instead of manual handling. But we have had many other 
reductions through management surveys where we were able to elimi- 
nate a few people here and a few people there, and when we got 
through it amounted to a considerable sum. 


PROCESSING DEPOSITS AND ISSUES OF MONETARY METALS AND COINS 


Mr. James. At this point, we will insert the second paragraph on 
pages 245 through 246 of the justifications. 
(The material referred to is as follows:) 


2. Processing deposits and issues of monetary metals and coins 


Increase over base 


The cost of the deposit function during the fiscal year 1953 amounted to 
$984,026, and the cost in 1954 is estimated at $882,800. The net decrease of 
$101,226 is largely due to completion in 1953 of a special project relating to veri- 
fication of monetary assets in mint custody for transfer to the incoming administra- 
tion. Some savings also result from combining the Deposit Receiving Division 
with the Cashier’s Division in the mints. 

The deposit activity includes the cost of receiving deposits of gold and silver 
bullion from the public; disbursement of gold bars for industrial, professional, 
and artistic use, and other purposes; moving, shipping and storing bullion and 
coin; receipt and recoinage of uncurrent coin; and costs incident to enforcement 


of provisions of the Gold Reserve Act of 1934. The type and variety of functions 
included in this activity precludes the use of meaningful unit costs. However, 
some selected workload statistics are shown in the following table: 
Selected statistics regarding deposit activity 
Fiscal year Fiscal year Fiscal year 
Description 1953 (actual) | 1954 (estimate) | 1955 (estimate) 


Number of deposit transactions. ail 8, 934 8, 900 8, 
Gold receipts and disbursements (value) ..........-....- $1, 187, 760, 860 | $1, 200,000,000 | $1, 200, 000, 000 
Sales of gold bars for industrial, professional and artistic 

$72, 641, 276 $73, 000, $73, 000, 000 
Silver receipts (fine ounces)-.-..........--.....-.-.--... 114, 920, 500 115, 000, 000 115, 000, 000 
Silver disbursements (fine ounces) . ..........-.-..--.-.- 943, 727 3, 000, 000 3, 000, 000 
Uncurrent coins received and melted (pieces) ........-.- 26, 419, 575 26, 000, 000 26, 000, 000 


The cost of the deposits activity for 1955 is estimated at $874,800, representing 
an additional decrease of $8,000 in funds available for this activity. It is con- 
templated that methods will be determined upon, through management studies 
now underway, to continue this activity at a lower cost. 

Mr. James. The request here is for $874,800. It is approximately 
the same as for the current fiscal year. Will you please discuss any 
difference and indicate the nature of this activity? 

Mr. Howarp. That request is for processing deposits and other 
items that fall under that function, and I might list a few of those. 

One is the receipts of gold and silver deposits. It covers the cost of 
handling the sales of gold, industrial sales, and settlements of inter- 
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national balances. It covers the cost of moving gold and silver and 
shipping and a few items such as that, including the enforcementjof 
the gold regulations. 

We have decreased that $8,000 from 1954 in determining our base 
for 1955. We have made that decrease due to some improvements 
we made in the handling of deposits. 


PROTECTION OF MONETARY METALS AND COINS 


Mr. James. At this point, we will insert without objection, page 
247 of the justifications. 
(The material referred to is as follows:) 


8. Protection of monetary metals and coins 


Appropriation base for 1955 
Budget estimate for 1955 


Increase over base 


The cost of the protection function during the fiscal year 1953 amounted to 
$790,449. The estimated cost for fiscal 1954 is $757,200. Every effort has been 
made to reduce the cost of this activity by transferring guards to production 
operations to the extent possible, by elimination of guard-posts not considered 
absolutely essential, and by not filling vacancies which occur in guard positions. 
The 1955 cost will be further reduced to $750,000. 

The Bureau of the Mint is responsible for the physical custody of the Govern- 
ment’s stock of gold and silver bullion and coin amounting to approximately $24 
billion, located at seven different mint institutions. Continuous protection must 
be maintained at each one of these institutions 24 hours per day, every day in the 
year. The protection cost includes salaries of guards, purchase and maintenance 
of mechanical protective devices, uniforms, ammunition, etc. At the Fort Knox 
and West Point bullion depositories, the major cost is charged to protection. 

In addition to protecting gold, silver and coin, the mint furnishes storage space 
to other Government agencies to the extent of available facilities. No additional 
guards are added for this purpose, and no charge is made for services rendered. 
A substantial savings to the Government is realized, however, as the nature of 
items placed in the mint for safekeeping is such as would require extremely costly 
protection elsewhere. 

Mr. James. The request here is for protection of monetary metals 
and coins, which is approximately the same for the current fiscal year. 

Will you discuss any difference and indicate the nature of this 
activity? 

Mr. Howarp. The amount we request for 1955 is $7,200 less than 
we expect to spend in 1954. This covers our entire protection through- 
out the mint service, not only in the mints where we make coins, but 
the two bullion depositories where 100 percent of their cost is charged 
to this item. 

REFINING GOLD AND SILVER BULLION 


Mr. James. Without objection, we will insert page 248 and the 


first paragraph on page 249 of the justifications in the record at this 
point. 


(The material referred to is as follows:) 


4. Refining gold and silver bullion 


Budget estimate for 1955 


Increase over base 0 


The cost of the refinery activity during the fiscal year 1953 amounted to 
$292,966. It is estimated that the cost of refining will be reduced to $287,200 in 


1954, and to $283,000 in 1955, by nonfilling of vacancies as they occur in this 
activity. 

Production of the mint refineries during the fiscal year 1953, resulting from 
electrolytic operations at the Denver Mint and fire process operations at the 
New York Assay Office, amounted to 2,829,409 fine ounces of gold and 1,011,558 
fine ounces of silver. The refinery at the San Francisco Mint was closed in order 
to augment coinage production, and the electrolytic cells at the New York office 
were not in operation during the past year. 

Refining costs of gold and silver per gross ounce, or thousand gross ounces, are 
not computed because of the wide variation in the quality of bullion processed 
which directly affects costs. Bullion containing a high percentage of gold, and 
low base content, is processed through the electrolytic cells within g, short period of 
time, and with minimum handling; whereas, bullion containing a small amount of 
gold, and high base content, would require much additional work for melting, 
remelting, blending, etc., and would require treatment in the electrolytic cells for 
a much longer period of time. 

It is anticipated that the refinery activity will be continued at the same general 
level of operations during the fiscal years 1954 and 1955. Electrolytic refining 
operations at San Francisco will be resumed, but refining operations at Denver 
will be discontinued and refinery employees at that plant will be utilized for addi- 
tional coinage production. Fire process refinery operations will be continued at 
the New York office, together with platinum refining for stockpiling purposes on 
a reimbursable basis. 

As will be noted from the following table, the backlog of unrefined bullion on 
hand in the mints and assay offices, which is already large, increased during the 
past year. This material should be processed through the refineries at an early 


Stocks of unrefined bullion at close of fiscal years 


Gold, fine Silver, fine | Total, fine 
Fiscal year ounces ounces ounces Total tons 
27, 905 14, 864, 939 42, 671, 844 1, 468 
TEE coace.cannserobshyncunhtinadeenaswunansumenn 28, 220, 146 16, 624, 328 44, 844, 474 1, 538 
Wih:s addvadhdrcunaddbibebhht ddvdecnsckuedinate 28, 058, 334 18, 695, 833 46, 754, 167 1, 603 
cn 28, 418, 528 20, 052, 218 48, 470, 746 1, 662 


Mr. James. The request here is for $283,000 for refined gold and 

silver bullion and is approximately the same as for the current fiscal 
ear. 

' Will you please discuss any difference and indicate the nature of 

this activity? 

Mr. Howarp. The figure requested in 1955 is $4,200 less than we 
expect to spend in 1954. There is one thing I should like to point 
out in connection with this item, and that is, when we get a deposit 
in from the public we assess a charge on that deposit for getting it 
from the form it is delivered in into pure gold, that is, the melting and 
refining charge. We charge to get it into pure gold form so that we 
can store it. We turn those funds that we collect into the general 
funds of the Treasury. 

Mr. James. That comes in under “ Miscellaneous receipts”? 

Mr. Howarp. That is right. 

Mr. James. What does it amount to? 

Mr. Howarp. I do not have before me what that amounts to, but 
it varies depending upon the number of deposits and the form the 
deposits are in. Gold that is in real crude form we will assess more 
of a charge than we will gold that is in relatively pure form. We do 
turn those funds in, and this is more or less a request for money that 
we have turned in. We want it back so to speak_to operate our 
refineries. 
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There is no relationship between what*we will collect here and 
what we will spend on refineries, because we do not operate our re- 
fineries full time year in and year out. Our refineries are used more 
as a “‘leveler-offer,”’ let us say, in our production. 

If you will notice in our justifications, we point out that this year 
we will operate a refinery in San Francisco. Next year we do not in- 
tend to operate the refinery in Denver, we intend to operate one in San 
Francisco. We will take the personnel out of the refinery in Denver 
and have them on coinage next year. For any reason we ever have a 
slump in coinage, I think we should concentrate on our refining be- 
cause we have quite a bit of metal that is unrefined. 

As of the end of the fiscal year 1953 we had 1,662 tons of metal that 
needs to go through our refineries. As long as gold is not refined it is 
difficult to put it in permanent storage. You have records on it that 
are not the same type records that you would have on gold in perma- 
nent storage, and one important thing is we should refine our metal 
more or less during the lifetime of the people who are in charge when 
it is taken in. For example, during the life of the heads of our Melting 
and Refining Departments, and so forth, and our assayers, because if 
something shows up we would like for it to show up in the lifetime of 
the man who did the work on it. We do not think there is anything 
wrong, but it is a factor. 

Mr. James. By “something showing up,” do you mean theft, or 
something of that sort? 

Mr. Howarp. No; it would be more of a mistake in assaying or 
weighing. I do not think we could make one with our checks, but it 
can happen I assume. 


RECEIPTS FROM MELTING AND REFINING CHARGES 


Mr. James. Do you have the amount in any recent year which you 
have turned over to the general funds of the Treasury from that 
operation? 

on Howarp. We do not have it with us, but we will insert it in the 
record. 

Mr. James. I believe it would be a good idea to have that inserted 
in the record. 

(The material referred to is as follows:) 


Charges on bullion transactions 


1953 1952 1951 
ee 37, 414 27, 299 39, 071 
Handling charges on gold purchases !.______--___..-_-.-..--.- 150, 988 652, 784 176, 849 
Handling charges on gold sales !_........_...........-.-......- 162, 970 149, 837 215, 864 


3} Based on an arbitrary charge which contains only a small element of physical handling cost. 
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Mr. James. Is it a sizable sum, offhand? 

Mr. Howarp. Yes, it is. 

Another factor that I would like to point out on that is, we base 
our charges to the public on what it costs at the time the deposits 
are received. Therefore, if we defer refining and wages go up, or 
— it actually costs us more when we get around to doing the 
work. 

EXECUTIVE DIRECTION 


Mr. James. At this point we will insert from the line “Exectuive 
direction” on page 249 through page 251 of the justifications. 
(The material referred to follows:) 


5, Executive direction 


The cost of this activity, which amounted to $118,641 in 1953, includes the 
salaries of the Director of the Mint and the Assistant Director; the superintendent, 
and assistant, of the three coinage mints and the New York assay office; the 
chief clerk in charge of the bullion depository at Fort Knox; and the assayer in 
charge at the Seattle assay office. The total estimated cost for this activity 
during the fiscal years 1954 and 1955 amounts to $124,800. 


INVENTORY CHANGE 


A comprehensive cost accounting system, which is an integral part of the general 
accounting system, is used in the mint to determine the cost of each activity. 

e accounting system is maintained on an accrual or cost basis, and the mint’s 
budget is presented on the same basis, reconciled in total with obligations. Full 
consideration is given to changes in such items as stores, work in process, unliqui- 
dated obligations, accrued annual leave, etc. 

Reconciliation factors included in the inventory change figures for the fiscal year 
1953 amounting to $106,104, are presented in the following table: 


Analysis of inventory changes 


|| 

= 
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Standard classification schedule (direct obligations only) 


Increase 
Appropria-| Appropria-| Appropria-| Tease (— 
tion tion tion estimate over 
estimate base for estimate 
1954 1955 1955 1955 1954 
base estimate 
Total number permanent 937 904 —33 
Average number of all employees... ._.__._-- 903 870 870 ad —33 
Average salaries and grades: 
General schedule grades: 
$5, 479 $5, 479 $5, 568 +89 +89 
Crafts, protective and custodial grades: 
$3, 570 $3, 570 $3, 577 +7 +7 
Ungraded “Average salary. - $3, 977 $3, 977 $3, 974 
OBJECT CLASSIFICATION 
Personal services: 
Permanent positions.....................- $3, 848, 187 | $3, 693,830 | $3,693,830 |_.........| —154, 357 
Regular pay in excess of 52-week base_-___- 15, 913 15, 270 — 643 
Payment above basic 75, 000 72, 000 —3, 000 
Total, personal 3, 939, 100 | 3,781,100 | 3, 781, 100 — 158, 000 
Communication 22, 000 23, 000 23, 000 |.....-.-- +1, 000 
Rents and utility services.................--- 230, 000 210, 000 | are — 20, 000 
Printing and reproduction... 10, 000 10, 000 
Other contractual services 29, 400 29, 400 
Supplies and materials - - 313, 000 292, 000 = —21, 000 
Equipment... 100, 000 100, 000 
Refunds, aw ards, and indemnities.. 10. 000 10, 000 
Taxes and 8, 500 6, 500 —2, 000 
Total appropriation or estimate..........| 4,700,000 | 4,500,000 | 4, 500,000 |__.__.___- —200, 000 


Mr. James. Here, the request is for $124,800 for executive direction. 
It appears to be the same as for the current fiscal year. Will you dis- 
cuss this activity and indicate any changes? 

Mr. Howarp. Well, we expect the same in 1955 as we have in 1954, 
and this expense includes the salary of the Director, the Assistant 
Director, and the superintendents and assistant superintendents 
throughout the field. 

This is a hard item to predict because when there are vacancies in 
the Presidential appointee positions it is difficult to predict just when 
they will be filled. At the present time practically all of them have 
been filled. 

EXPLANATION OF SEIGNIORAGE 


Mr. James. Now, Dr. Howard, here is the $64 question: for some 
time this word “‘seigniorage’’ and “the seigniorage fund” has been 
batted around here in this committee. Some of the members of the 
committee may or may not have a clear idea of what that seigniorage 
fund is. Dr. Howard, for our benefit, will you give us a little lecture 
on that matter of seigniorage? You may be as brief as you want, but 
please make it clear to us. We want to know what is done with the 
account. We hear the words “seigniorage fund,’ but as far as we 
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know that fund may be the at of somebody’s imagination. 
There is no fund. In other words, if you wanted to hire somebody 
and pay them out of the “seigniorage fund”’ how would you do it? 

Give us a real understanding. 

Mr. Howarp. Let me answer your last question first by saying we 
do not pay out of any seigniorage fund salaries and expenses, of that 
= e come down here and get you to give us the money for 

at. 

: We do, however, under the law pay certain items which I will cover 
ater. 

I think that I should start by saying, generally speaking, there are 
three types of seigniorage; there are Xe sources of seigniorage. 
One comes from the manufacture of minor coins. Those are the 
1- and 5-cent pieces. Another comes from the manufacture of silver 
coins, and I will not break that down at this time between dollars 
and half dollars, quarters and dimes, because there is a difference in 
seigniorage between the dollar and the others. The third class comes 
from the revaluation of silver bullion securing silver certificates. 

Now, I will try to explain seigniorage in those three categories. 

We take a pound of alloy in connection with the 1-cent piece and it 
costs us about 30 cents to buy that pound of alloy. It consists of 
95 percent copper and 5 percent zine. I will leave out tin because it 
is just a trace. 

r. JAMES. You say 1 pound of alloy will cost what? 
Mr. Howarp. About 30 cents. We buy copper and we buy zinc 
and blend them together in the ratio of 95 percent copper and 5 
ercent zinc. We pay 30 cents for that weal of material. We get 
om you the money to process it. That comes out of the appropria- 
tion account. When we get through processing that pound of mate- 
rial we will make 145 1-cent pieces. Those 145 1-cent pieces, when 
taken into the cash account, are $1.45. Up until the time they were 
taken into the cash account they were 30 cents worth of metal. 

The seigniorage is the difference between the cost of the metal 
content and the $1.45, or $1.15 in the case of 1-cent pieces. 

Mr. James. Now, that 30 cents provides only the alloy. 

Mr. Howarp. That is right. 

Mr. James. What about the labor and processing? 

Mr. Howarp. The labor and processing you allow us in the form of 
an appropriation, and it takes about 14 cents to do those 145 pennies. 

Mr. James. But the seigniorage does not take that into account. 

Mr. Howarp. That does not affect it because this comes out of an 
account and the other is the account. 

classified two coins as minor coins. The other is the 5-cent piece. 
It costs us about 38 cents per pound of alloy to make 5-cent pieces. 
That is 75 percent copper and 25 percent nickel. We manufacture 90 
5-cent pieces out of that worth $4.50, so you subtract 38 cents from 
$4.50 and you get seigniorage of $4.12. 

Mr. Howarp. That takes care of minor coins. 

For silver coinage, we buy silver—and here we get things a little 
confused—we buy silver at various prices. Also, there is not as much 
silver in subsidiary silver coins, that is, the 50-cent pieces, the 25-cent 
pieces and the dime as there is in a silver dollar, so that complicates it 
to that extent. 


£ 
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Let us take the quarters and half dollars and dimes first. It takes 
approximately seventy-two one-hundredths of an ounce of silver to 
made $1 of these coins. 

Mr. James. Any type of coins? 

Mr. Howarp. Of quarters, dimes, and half dollars. That silver will 
cost us a certain amount depending upon the price we pay for silver. 
It just so happens that the average price of silver, in what we call the 
free silver account, is around 60 cents an ounce. Therefore, if we take 
seventy-two one-hundredths of an ounce of that—roughly 40 cents 
worth of silver—and manufacture it into quarters, dimes, or half 
dollars, we make the difference between that 40 cents and the $1, or 
60 cents seigniorage. 

Now, it takes about seventy-seven one-hundredths of an ounce of 
silver to make a silver dollar, and therefore, you would have slightly 
less seigniorage. 

I guess, to get you really confused, I will say this much—when you 
define a dollar in terms of silver the law says a silver dollar will have, 
or will weigh 412% grains, 90 percent pure. That gives you 371.25 
grains of silver in a silver dollar. There are 480 grains in an ounce, 
so if you define 371.25 grains as being equivalent to $1, then an ounce 
at 480 grains is equivalent to $1.29 plus cents. That is in effect 
what you are doing by definition in the law. 

Therefore, getting to the next category I talked about, the re- 
valuation of silver bullion, we can take an ounce of silver in the form 
of bullion and revalue it, without doing any work on that bullion, 
up to $1.29 plus per ounce and issue silver certificates against it. 
Therefore, if we take the silver we are buying today under the Newly 
Mined Domestic Silver Act—and that is the only silver we are pur- 
chasing today—we are required by law to pay 90% cents an ounce 
for it; therefore, when we revalue an ounce of it there is a seigniorage 
increment between the 90% cents an ounce and the $1.29 plus cents 
an ounce. 

Mr. James. Now, that is fine up to this point. We want to know 
about the “fund” and why it is called a “fund” because there is no 
“funds” in the “fund” as I can see. It is all paper, this seigniorage 
account. 

Mr. Howarp. No, sir. Take any of these transactions. They are 
divided into different funds. Let us take the silver coin transaction. 
As we manufacture silver coins the seigniorage is put into a silver 
profit fund and it accumulates in there. That is the difference 
between the cost value of the metal and the face value of the coins. 
It accumulates in there until we get a certain amount, and then we 
transfer it into the general fund of the Treasury. 

Mr. Passman. The difference between the cost of the metals and 
what they represent after they are finished is referred to as seigniorage? 

Mr. Howarp. Yes. 

Mr. Passman. When this is transferred over to the Treasury 
Department, do the records reflect that as a profit to the Government? 

Mr. Howarp. The only time that profit gets into it—we happen to 
have the name of an account called silver profit fund and a minor 
coinage profit fund, and that is the only time it is called a profit. I 
hope throughout my discussion I did not call it a profit. I called it a 
seigniorage item because my idea of a profit is you make something 
by doing something. Here, you are actually making something 
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because you are stamping it with a Government stamp that gives 
it the value. 

Mr. James. When you manufacture 1 million silver dollars, on the 
Treasury statement that is listed as 1 million in silver, is it not? 

Mr. Howarp. That is right. 

Mr. James. But the actual cost of that $1 million to the Government 
—, in materials is about 42 percent? 

Mr. Howarp. It could be, yes; depending on what you paid for 
your silver. 

Mr. James. Roughly. 

Mr. Howarp. Yes. 

Mr. Gary. How can you pay any expenses out of the seigniorage 
account? 

Mr. Howarp. Under the law we are permitted to pay transporta- 
tion of coins; secondly, we are permitted to pay for losses in recoinage. 
I will explain that a bit. 

When a coin goes out into circulation it goes out at a certain weight 
and it is worth its face value. That coin, when it is worn down, comes 
back. In order to reissue it we must add silver, if it is a silver coin. 
This fund permits us to purchase that silver. That is the explanation 
of that recoinage loss. 

The other item that would be charged is wastage in operation. The 
law fixes the limits of wastage. 

Mr. Gary. I can understand how you would charge wastage, some- 
thing you have lost, but where would you get the actual cash with 
which to pay the transportation cost if there is no cash in the fund? 

Mr. Howarp. Well, we get checking credit, and we get it this 
way. We make any number of coins. When we write those up to 
their face value and take the seigniorage, the Treasurer of the United 
States has an asset increase. In the case of the minor coins that cost 
30 cents a pound, that asset goes up from 30 cents a pound to $1.45. 
Those coins are paid out. They are delivered to a Federal Reserve 
bank, and when they are delivered to a Federal Reserve bank the 
checking credit of the United States is increased in that amount. 

Mr. Gary. So that this seigniorage is actually carried into the 
Treasury account? 

Mr. Howarp. Yes, sir. Furthermore, when the coins are paid out 
to the public, the public pays the face value. 

Mr. Gary. And when these coins come back in and you have to 
redeem them—— 

Mr. Howarp. We redeem them at face value and we have to add 
some metal to them to reissue them. 

Mr. Gary. And that is charged against the seigniorage account? 

Mr. Howarp. Yes. 


BALANCE IN SEIGNIORAGE ACCOUNT 


Mr. Gary. What is the balance in the seigniorage account as of 
the latest date available? 

Mr. Howarp. Incidentally, in answering your question I would 
like to say that the law requires that the balance of this account be 
deposited twice yearly. e balance at the end of fiscal year 1953 
was $680,923. 
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Mr. Gary. That has been deposited to the credit of the Treasur 
and has already been taken into consideration in connection with 
our present fiscal standing? 

Mr. Howarp. Yes, sir, that and many times over that, I would 
say, since then, because we have continued to manufacture coins. 

Mr. Gary. But it is not something you can apply now to a reduc- 
tion in debt because it already has been carried into the account? 

Mr. Howarp. Yes. 

Mr. Gary. And it is carried in twice annually? 

Mr. Howarp. More than twice annually, but under the law it has 
to be carried in twice annually. May I ask Mr. Tate how often it is 
deposited? 

Mr. Tare. We deposit it monthly or sooner and only hold out the 
amount we need to meet expenses. 

Mr. James. That brings up this one last question. If you only 
have about $600,000 in that seigniorage fund now, then the expense 
every year charged against that fund must be very considerable. Is 
that true? 

Mr. Howarp. Yes, sir. 

Mr. James. Because the accumulation would have been very much 
greater than that unless there are very heavy charges made against it? 

Mr. Howarp. In that fund for fiscal 1953 we had seigniorage on 
silver coinage of $32,506,793; seigniorage on minor coinage, $12,825,- 
766; and seigniorage on silver bullion, $9,970,209, or a total of 
$55,302,768. 

Mr. Gary. The $700,000 was only the amount on hand at the end 
of the year? The rest had already been turned into the Treasury? 

Mr. Howarp. We are pony turning it over to the Treasurer, 

Mr. James. But the balance in the seigniorage fund is only some- 
thing over $600,000 at the end of this year, and you turned in over 
$55 million this year, so that the charges must have amounted to $54 
million? 

Mr. Howarp. I do not know what you mean by charges. 

Mr. James. For transportation and so forth. 

Mr. Howarp. No. The fund was balanced out and we got down 
to that balance by transferring it into the general fund of the Treasury. 

Mr. PassmMan. Will the gentleman yield? 

Mr. James. Yes. 

(Discussion off the record.) 

Mr. James. You have turned into the Treasury for the account of 
the seigniorage fund this year something over $55 million and you 
still have to transfer to that accouat some $600,000? 

Mr. Howarp. That was fiscal 1953; yes, sir. 

Mr. James. That would mean during the whole year you had— 
can we call it—earued seigniorage? 

Mr. Howarp. Yes. 

Mr. James. Of pretty close to $56 million. Now, you are changing 
transportation and other costs to this seigniorage fund. During the 

riod of time when you earned seigniorage of about $56 million, 

ow much did you cause to be paid out of that seigniorage fund? 

Mr. Howarp. $1,113,249. 

Mr. James. So that the amount in the seigniorage fund in the 

is something around $54 million for fiscal year 1953? 

Mr. Howarp. Yes, sir. 
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Mr. Canrrevp. Off the record. 

(Discussion off the record.) 

Mr. Passman. Will the gentleman yield? 

Mr. James. Yes. 

Mr. Passman. Would we have a better record if that law should be 
amended so that you would let what we shall refer to as the profit, 
or the difference, accrue as a credit to the Treasury, and let your 
Bureau request an appropriation to pay these expenses that hereto- 
fore you have been taking out of the seigniorage fund? 

Mr. Howarp. Throughout the years that no doubt has been con- 
sidered, and that is why the laws were passed permitting us to take 
these expenses out. They are expenses that are very difficult to 
estimate. 

Mr. Passman. Would I be correct in assuming that is really a 
hidden expense, that it does not show as an appropriation but there 
is an expense, the difference between face value and the cost of the 
bullion? 

Mr. Howarp. Yes. It is not an appropriated fund, but we do 
each year submit you green sheets on it. 

Mr. Passman. In reality it is an expense that does not show up 
in the appropriation. We do not appropriate money, but never- 
theless in fiscal year 1953 a million dollars of expense was absorbed 
out of that particular fund for which the Congress made no appro- 
priation? 

Mr. Howarp. Yes. 

Mr. Passman. I think the Congress should give consideration to 
repealing that law or taking another look at it so that the Congress 
could have control, because in this particular case there is a jaillien 
dollar item that is a transaction between your agency and the Treasury. 

Mr. Howarp. I believe you have many funds where you spend not 
millions but hundreds of millions that are not appropriated funds as 
you are speaking of them. They are revolving funds and you have 
a control over them indirectly. We do report them. It is a matter 
of convenience to permit us to operate this way. 

Mr. PassmMan. This item, there is no appropriation for it; it does 
not appear in the Budget, but it is an expense that is the difference 
between the cost of the metal and the face value; so that if the law 
should be repealed—— 

Mr. Howarp. We would come to you for an appropriation to 
cover it. 

Mr. PassmMan. Which means when we make our appropriation it 
really does not reflect the true picture because there are other ex- 
penses absorbed by your Bureau from that which does not show in the 
total appropriation. 

Mr. Howarp. That is right. 

Mr. Passman. That is news to me. 

Mr. Howarp. But I want to point out to you that if you are 

ing to look at this from an appropriation point of view, we have a 
Bullion fund. The silver we make the coins out of, you do not give 
us’any appropriation to buy that silver. It is a self-financed thing. 
Iffyou were to give us the money in an appropriation to buy silver 
for coinage, instead of $4.5 million our appropriation would be up 
to $50 million, let us say; and if you want to go one step further, we 
buy at times as high as $2.5 billion of gold in a year. You do not 
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appropriate a nickel for that. That is a bullion fund that is self- 
operating. You buy an asset then you write up your asset at the 
same time you ors i it. If you were to give us an appropriation to 
buy that, you would have to give us an appropriation of 2 or 3 billion 
dollars, and the minute we bought gold we would be buying an asset 
that would be equivalent to what you are giving us. 

Mr. PassMan. Off the record. 

Mr. Howarp. Let me go off the record a moment. 

(Discussion off the record.) 

Mr. James. By the Government paying 90 cents an ounce for this 
silver, the Government thereby, in my opinion, creates an artificial 
price of silver which I think is currently 83 cents an ounce. If the 
Government did not take that silver at 90 cents, commercial users 
of silver would probably be buying it at little better than half of that. 

Mr. Canrievp. Off the record. 

(Discussion off the record.) - 


REVENUES FROM SEIGNIORAGE 


Mr. CanrFre.p. Without objection this statement of revenues from 
seigniorage, fiscal years 1943-53, will be inserted in the record at this 
point. 

The material referred to is as follows: 


Revenues from seigniorage 


Seigniorage | Seigniorage | Seigniorage 


Fiscal year on silver on minor on silver Total 
coinage coinage bullion ! 
-.| $32, 506,793 | $12,825,766 | $9,970,209} $55, 302, 768 
952 = 41, 102, 995 11, 750, 000 10, 744, 242 63, 597, 237 
24, 165, 262 8, 454, 104 10, 317, 576 42, 936, 942 
8, 056, O81 5, 735, 584 11, 026, 197 24, 817, 862 
24, 359, 317 11, 497, 282 10, 046, 061 45, 902, 660 
18, 562, 071 9, 027, 075 9, 391, 717 36, 980, 863 
33, 402, 485 22, 113, 700 4, 473, 406 59, 989, 591 
35, 716, 943 16, 853, 374 248, 298, 454 300, 868, 771 
56, 545, 254 21, 506, 021 0 78, 051, 275 
22, 688, 274 23, 107, 936 0 45, 796, 210 


60, 591, 139 11, 087, 613 0 71, 678, 752 


1 Difference between monetary value and cost value. 


Mr. James. Doctor, since I started this, I just want to thank you 
for giving us what I believe to be the first clear understanding of the 
seigniorage transaction, and I think you have done it very well. I 
am not quite sure that I have a complete understanding of the mat- 
ter, but I think I will after I read this testimony several times in 
the quiet of my office. 

Mr. CanrFievp. Off the record. 

(Discussion off the record.) 

Mr. CanFievp. Mr. Gary. 


SAVINGS AND REDUCTIONS UNDER SALARIES AND EXPENSES 


Mr. Gary. Doctor, with reference to page 236 of the justifications, 
it appears that you are requesting identically the same appropriation 
base that you requested last year. Is that correct? : 

Mr. Howarp. We have made a reduction. It is a combination of 
a reduction and savings. Actually it comes out to a net reduction of 
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$180,600, and it shows up as a reduction in pieces from 1,640 to 1,500 
million, or a reduction of 140 million pieces of coin. 

Mr. Gary. The reduction is the result of the savings you mentioned 
in your opening statement? 

Mr. Howarp. The effect of our reduction has been reduced by 
the savings we have plowed back. $119,500 of the savings has been 
plowed back. 

_ Mr. Gary. You mentioned in your opening statement a great many 
improvements that you have instituted which saved large sums. Is 
the total of those savings, $119,000? 

Mr. Howarp. The total savings were $193,500, of which $5,700 is 
a warehouse that we do not pay the rent on from our appropriation. 
Therefore, the total savings as it affects our appropriation was $187,800 
and $68,300 of that was accomplished in 1953, and the 1953 savi 
shows in a reduction of our cost-per-thousand-pieces estimate, an 
the $119,500 is shown in the form A that you are discussing there. 

Mr. Gary. Thank you. That is all. 


DIRECTOR OF THE BUREAU OF THE MINT 


Mr. Canrie.p. Doctor, no new Director has been named? 
Mr. Howarp. No, sir. 

Mr. Canrreip. When did Governor Ross leave the mint? 
Mr. Howarp. April 30 of last year. 

Mr. Canrre._p. And you are the Acting Director? 

Mr. Howarp. Yes, sir. 


POSSIBILITY OF DEFICIENCY IN 1955 


Mr. Canrrevtp. On the basis of your presentation today do you 
fear that you may possibly have a deficiency in 1955? 

Mr. Howarp. I would say that we have no great fear of it. We 
seem to be able to manage some way. A lot of times we have to 
postpone things that we want to do, such as I mentioned, namely, the 
operation of the refineries. We will do our best to get by. We notice 

at our average requirements for coinage fluctuates, and the average 
for the last several years has been around 1.5 billion coins and we 
hope we will get by with that. 


MODERNIZATION OF PHILADELPHIA MINT 


Mr. Gary. When do you plan to modernize the Philadelphia Mint? 

Mr. Howarp. Mr. Congressman, that is a question. You know 
that we in the mint would like to have a modern plant at Philadelphia, 
but at the same time you must realize that we have to fit our plans 
into the plans of balancing the budget and so forth, and I do not 
know at this time just when we will get a new plant. 

Mr. Gary. You could make tremendous savings through such a 
modernization? 

Mr. Howarp. We could. That is definitely an outmoded plant at 
Philadelphia and our figures will show Denver can produce coins for 
about half the cost at which they can be produced at Philadelphia. 

Mr. Gary. I have seen both plants and I can readily understand 
that is true. 
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TRANSFER AND PROCESS WEIGHING FUNCTIONS 


Mr. CanFrieLp. You tell us that the transfer weighing function has 
been completely eliminated and process weighing has Rae substan- 
tially curtailed, and that substantial savings result from these actions, 
That has not been done to the detriment of your overall operation, 
has it? 

Mr. Howarp. What do you mean by detriment? 

Mr. CaNnFIELD. There must have been some reason originally for 
this weighing process. 

Mr. Howarp. There were two reasons. One was the accounta- 
bility for the materials, and we also used it for cost purposes. We 
made a survey and we eliminated the weighings back of the point 
where coins become spendable. When I say spendable, I mean when 
they become fit to go in a vending machine, namely, blank form. The 
only risk we are running by eliminating weighing those metals is that 
somebody would take something in its metallic form. A security 
was built up over the years; it was built up at the time we were making 
50 or 75 or 100 million coins per year. We are now making an average 
of 1.5 billion to 2 billion coins; we are processing from 6,800 to 8,000 
tons of metal per year, and it is very costly to weigh between all these 
operations. We believe that we have plenty of security left. We 
have taken, maybe, a little calculated risk, but I am sure anybody 
stealing copper, zinc, or even silver will not get away with anything 
near the savings that we have. I certainly hope not, and the two 
gentlemen with me are accountants and they were on the committee 
that made the recommendation, and I have asked them very recently 
whether or not we were running an undue risk. 


REDUCTION IN GUARD FORCE 


Mr. CanFieLp. You stated that a review of the protection activit 
resulted in the elimination of a number of guard posts. Will you touc 
on that item, please? 

Mr. Howarp. This is a continuing effort to reduce our protection 
costs. We are spending almost $800,000 for protection and a few 
years back we had about 219 guards, a peak of 219, and we have been 
cutting back yearly until we are down to 136 or 137; 137, I believe. 
Had we continued to hire the guards that we had a few years ago, our 
protection costs would be running up well over $1 million. We feel 
that today with the number of guards we have, we have good pro- 
tection. Our guards perform the function of protecting the building 
from the outside. They help in the protection inside to the extent 
that employees going and coming are checked. They help, when there 
is any work being done in the building, in checking laborers hired 
under contract coming and going in and from the building. 

As far as the guards are concerned in our internal protection of the 
mint, we have, I would say, three categories of protection. We have 
some items to protect that are not very valuable, minor coins, for 
example; we move from there to silver coins and from there to bullion. 
We have silver and gold bullion. When we come to gold, we have 
gold that is locked up and gold that is exposed. Our protection de- 
pends upon the risk involved and the values involved. We con- 
centrate heavily on exposed gold, particularly in the refineries. We 
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consider our protection more of an account problem, weighing 
and accounting, and we have what can be poset as a dual system 
of records. We have an overall bookkeeping setup and each depart- 
ment has a set of books. The man in charge of a department is 
responsible for the values in his custody. He has his books covering 
them, and we have a master set of books covering them. We have 
an annual settlement each year—incidentally that is required by 
law—and during that annual settlement we actually oy all the 
values that have been exposed. That means they are verified by an 
independent committee that is sent in, and the person in charge of 
a department has to bring forward the values that are charged to him 
and in his possession. This committee verifies them and those values 
that are not needed for operation in the next year are put behind 
locked doors, sealed by the committee appointed by the Director, 
called a joint seal. At least 4 or 5 people perform that operation. 

Every employee handling values in the mint is bonded, and the 
department heads are bonded very heavily. I might add that they 
pay for their own bond out of their salary, too. 


SHIPMENT OF COINS BY MOTOR TRUCKS 


Mr. CanFieLp. You are now shipping coins by motortrucks instead 
of via the Post Office Department or Railway Express Agency, with 
a saving of $200,000 indicated during the current fiscal year. What 
about the protection of this type of shipment, and is there any in- 
surance in connection therewith? 

Mr. Howarp. We went into the protection to the Government be- 
fore we entered into these shipping contracts. Under the Losses in 
Shipments Act, when you contract for a service you are not supposed 
to contract for insurance. That is not a part of your contract. 
However, we do know that these companies are insured; I believe it 
is $3 million per cargo. We also require them to give us a financial 
statement. They are not fly-by-night companies; they are large com- 
panies. So far we have not shipped silver coins except by armored 
trucks and’ in short hauls that can be performed in the daytime. 
Our big shipments have been in cents. Off the record. 

(Discussion off the record.) 

Mr. PassmMan. Off the record. 

(Discussion off the record.) 

Mr. PassmAan. How many mints does the Bureau operate? 

Mr. Howarp. Three, 


COST REDUCTION 


Mr. Passman. In your opening presentation you stated: 


This cost reduction has been made possible through installation of modern 
production equipment, chiefly in the Denver Mint, and through adoption of more 
efficient coinage-production methods. 


You further stated: 


A substantial additional reduction in cost could be made by further installations 
of modern equipment as we have previously explained to the committee. 
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How much less does it cost to manufacture coins in the Denver 
Mint than in the other two? 
Mr. Howarp. About half the cost. 


COST OF MODERNIZING PHILADELPHIA AND SAN FRANCISCO MINTS 


Mr. Passman. If it is agreeable to the committee, so as to refresh 
the committee’s memory, I wonder if we could have inserted in the 
record at this point the estimated cost of modernizing the other two 
mints, what the annual savings would be, and the life of the equipment. 

Mr. Canrretp. Without objection that will be done. 

Mr. Howarp. That will be quite a little task. 

(The material referred to is as follows:) 


Modernizing Philadelphia and San Francisco Mints 


Philadelphia: 
cost of modernisation. $475, 000 
Estimated useful life of new equipment____._...._______- years __ 25 


Based on plan presented in 1954 budget. No structural changes to building 
required. Savings based on 1-cent production only; possible use on other 
denominations would increase savings. 


San Francisco: 


Estimated cost of modernization................-........... $1, 700, 000 

Estimated useful life of new years __ 25 


The present building does not have sufficient space for installation of larger 
equipment, and the above estimated cost includes $1 million for building altera- 
tions. Savings based on 1-cent production only; possible use on other denomina- 
tions would increase savings. 

Mr. Passman. Off the record. 

(Discussion off the record.) 

Mr. Passman. I think it would be good information for the Con- 
gress to know what savings could be effected. Off the record. 

(Discussion off the record.) 

Mr. James. Will the gentleman yield? 

Mr. PassMan. Yes. 

Mr. James. The Philadelphia Mint is generally regarded as a mint 
that cannot be modernized. It is absolutely necessary that a new 
mint be built there. The old building is a monument to the bygone 
ages. It is not working space. It is just unfitted for the purpose it 
is being used for and that mint up there needs to be a new mint. I 
do not think that anybody will disagree with that. I understand 
there has been a lot of local interest lately on the part of civic leaders 
and business people and banks promoting the idea of building another 
mint at Philadelphia. I have heard rumors of that. 

Mr. Howarp. That is correct, and I think that interest comes about 
by an answer that I wanted to give Congressman Passman to his 
question, we used to make about 60 percent of the coins of the United 
States in the Philadelphia Mint. When we got this modern equipment 
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at Denver, we shifted that production until we are now making about 
60 percent of the coins in the Denver Mint. This has meant a terrific 
reduction in force in Philadelphia. Those people up there are not a 
bit happy. They realize the same situation you realize, and that is 
that Denver can make coins much cheaper, and they are definitely 
worried as to might happen. They have recently shown quite a bit 
of interest in a new mint there. 

Mr. PassmMan. Pursuing this a bit further with respect to produc- 
tion, with a modern plant you could produce many more coins with the 
same personnel, could you not? 

Mr. Howarp. Yes, sir. 

Mr. Passman. Would it be possible with one additional modern 
mint that two mints with modern distribution could meet the require- 
ments? 

Mr. Howarp. Definitely. 

Mr. Passman. The point I am making is that you have an anti- 
quated plant and machinery there. If you are manufacturing coins 
at a higher cost, compared to the other two plants, I think the Congress 
should have a look at it, because in all probability it would be a good 
investment and would result in a very eaten fla dg 

Mr. James. One of the difficulties there, Mr. Passman, is that the 
operations have to be carried up and down and back and forth between 
floors. It is not a place where any streamlined operations could be 
installed. 

Mr. Passman. I understand that, Mr. James. 

Nevertheless, your machinery is obsolete at the other two mints is 
it not? 

Mr. Howarp. Yes, sir, at Philadelphia and San Francisco. 

Mr. Passman. I think it would be good to have the Congress take 
a look at what the cost would be to build a modern plant and equip 
it with modern machinery, to ascertain what the savings would be 
and how long it would take the Government to pay for the installation 
of the modern machinery in the modern piant. 

That is all, Mr. Chairman. 

Mr. Canrtetp. Dr. Howard, I think it is very fortunate that this 
committee has among its membership the distinguished gentleman 
from Pennsylvania, Mr. James, who knows thoroughly, of course, the 
story of the mint. Undoubtedly whenever our Federal Government 
go es in for a public buildings program the interests of the Philadelphia 

Tint will be well projected and advanced by the persuasive powers of 
Mr. James. 

Mr. PassmMan. Off the record. 

(Discussion off the record.) 

Mr. Canrietp. Doctor, thank you for a very fine, very illuminatin 
and very helpful statement. = are always glad to hear from you an 
we wish you and your staff well 

Mr. Howarp. Thank you, sir. 

Mr. Canrtetp. The committee will stand adjourned until 1 o’clock 
Monday afternoon. 
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Monpay, JANUARY 25, 1954. 


BUREAU OF ENGRAVING AND PRINTING 


WITNESSES 
HALL, DIRECTOR 
DEERY, CHIEF, OFFICE OF BUDGET AND ACCOUNTS 


J. WILSON, ACCOUNTANT IN CHARGE 
F. X. McCARTHY, CHIEF, OFFICE OF INDUSTRIAL RELATIONS 


A. W. 

H. J. HOLTZCLAW, ASSOCIATE DIRECTOR 
Cc. E. 

A. 


Mr. CanrFre.tp. The committee will now come to order for the pur- 
pose of hearing the presentation of the Bureau of Engraving and 
Printiag. 

We have present Mr. A. W. Hall, Director of the Bureau, as the 
first witness. 

Do you have a general statement, Mr. Hall, that you are prepared 
to make at this time? 

Mr. Hatt. I have a prepared statement, Mr. Chairman. 


GENERAL STATEMENT 


Mr. CanFIELD. Will you be good enough to make that statement? 

Mr. Haut. Mr. Chairman, the Bureau of Engraving and Printin 
designs, manufactures, and supplies all major evidences of a financia 
character issued by the United States. It is the sole source of United 
States currency and Federal Reserve notes, United States bonds and 
certificates of indebtedness, as well as most of the other evidences of a 
financial character issued by the Government, such as, postage, in- 
ternal revenue, custom and savings stamps. In addition, the Bureau 
executes the printing of checks, commissions, certificates, transporta- 
tion requests, and so forth, for the various governmental agencies and 
pean work for insular possessions of the United States, particu- 
arly with respect to the printing of bonds, postage, and internal 
revenue stamps. 

The Bureau operates under a working capital fund of $3,250,000 
established in accordance with the provisions of Public Law 656, 
approved August 4, 1950. All work is performed on a reimbursable 
basis and business-type accounting and budget procedures are 
employed. 

Operations for the fiscal year 1953 were completed with a profit of 
$330,121. Of this amount, $154,003 will be retained to restore the 
impairment to the working capital fund sustained as a result of an 
operating loss during the fiscal year 1952. The balance of $176,118 
will be returned to the general fund of the Treasury as miscellaneous 
receipts as provided for in Public Law 656. 

The anticipated work program for the fiscal year 1955 indicates that 
the high level of production maintained during the past few years 
will be substantially reduced primarily as a result of a decrease of 
approximately 25 percent in the requirements for currency. Currency 
requirements for the fiscal year 1955 are estimated at 1,815 million 
notes as compared with a program of 2,412,042,000 notes for 1954 and 
2,487,380,000 notes for 1953. This decrease in currency require- 
ments, coupled with a reduction in production costs brought about 
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by savings which will accrue through technological improvements 
currently being introduced in the production processes, will result in 
the Bureau having a work program for the fiscal year 1955 at an 
estimated cost of $27,659,000 as compared with $33,286,000 for 1954 
and $35,967,000 for 1953. 

The various phases of the present modernization program outlined 
in the justifications of the 1955 budget estimates before your com- 
mittee were begun in April 1952. During the fiscal year 1953, this 
program resulted in savings amounting to $454,000. It is anticipated 
that an additional $3,669,000 will accrue during the fiscal year 1954 
and $991,000 during the fiscal year 1955. These savings, which are 
reflected in the Bureau’s budget presentation through a downward 
adjustment in the unit cost rates of the products affected, will bring 
about an associated reduction in personnel requirements of more than 
1,300 positions, including 70 apprentice plate printers, 

Since the appointment of the apprentice plate printers, the esti- 
mated requirements for currency, as previously stated, have been 
materially reduced. In the light of this and the fact that a journey- 
man plate printer’s overall production would be increased by 50 per- 
cent as a result of modifications of existing equipment which allows the 
printing of 18 notes to a sheet instead of 12, a survey of manpower 
requirements for the next several years indicated that there would be 
no need for additional plate printers at the end of the 4-year period 
of the apprenticeship training and that it would be necessary to reduce 
the present force of journeymen plate printers notwithstanding normal 
attrition among the incumbents of these positions. A decision was 
reached therefore to terminate the plate printers’ apprenticeship pro- 
gram on July 10, 1953. 

The efforts of the Bureau are currently being concentrated on the 
last major phase of the modernization program. This involves the 
installation of equipment on printing presses engaged in the produc- 
tion of currency which will automatically feed the sheets of paper to 
the press. It is anticipated that this project will be completed by 
April 1954. Through the use of these automatic feeders and the 
automatic takeoff and delivery devices (the installation of which was 
completed in June 1953), the Bureau will be able to eliminate the need 
for all printers’ assistants formerly required in these operations and 
thereby realize a large share of the total savings which are estimated 
to accrue from the overall program. 

Although many problems are being encountered during this period 
of conversion in integrating the new technical developments with 
Bureau operations, we feel confident that all of the projects will be 
successfully completed within the target dates that have been 
established. 

JUSTIFICATION DATA 


Mr. CanFietp. Mr. Hall, without objection, pages 192 through 211 
of the justifications will be inserted in the record at this point. 
(The pages referred to are as follows:) : 


The Bureau of Engraving and Printing, established by act of Congress on July 
11, 1862, is one of the Government’s largest industrial establishments. The 
Bureau designs, manufactures, and supplies all major evidences of a financial 
character issued by the United States. It is the sole source of United States 
currency and Federal Reserve notes, certificates of indebtedness, and United 
States bonds, as well as most of the minor evidences of a financial character issued 
by the United States, such as, postage, internal revenue, custom and savings. 
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stamps. In addition the Bureau is the source of Federal transportation requests, 
checks, commissions, certificates, permits, warrants, etc. The Bureau also 
executes certain printings for the governments of insular possessions (particular! 
bonds, postage, and internal revenue stamps). It conducts an extensive researc 
and development program; manufactures for its own use ink and glue, purchases 
materials, supplies, and equipment; rebuilds or constructs plant machinery and 
maintains its buildings; and stores and ships its products. 

The operations of the Bureau are financed by means of a working capital fund 
of $3,250,000 established in accordance with the provisions of Public Law 656, 
approved August 4, 1950. This fund is reimbursed from appropriations made 
available to other Government agencies for goods or services furnished to such 
agencies. Reimbursements include all of the direct and indirect costs to the 
Bureau incidental to performing the work or services requisitioned. 

The budget estimates for the Bureau are determined primarily by two factors, 
namely (1) the volume of production of the various items of manufacture needed 
to meet the estimated requirements of the various agencies and (2) the unit cost 
of manufacturing each type of item produced. The volume requirements included 
in the estimates for each of the various items of manufacture (currency, bonds, 
stamps, checks, etc.) are based upon estimated needs submitted to the Bureau by 
the agencies served. The unit cost of production of each item manufactured is 
developed through a detailed system of cost accounting and is adjusted to reflect 
all known factors which will affect the cost of production during the budget year; 
such as changes in pay rates, savings resulting from improvements in production 
procedures, techniques, ete. 

Following are comparative statements indicating the work volume, unit cost 
rates, and the total cost by activities for each of the fiscal years 1953, 1954, and 
1955, together with an explanation of those factors which were considered in 
making adjustments in actual 1953 unit-cost rates (hereinafter referred to as the 
base costs) to develop rates for the fiscal year 1955: 


Statement showing comparison of all deliveries in 1958, 1954, and 1955 


Class of work by activity 1953 actual 1954 estimate | 1955 estimate 
Printing of currency: Units Units Units 
United 1, 382, 900, 000 | ' 1, 580, 586, 000 1, 275, 000, 000 
NOW... ..- 1, 104, 480, 000 831, 456, 000 540, 000, 000 
Military payment certificates_...................--.]----.--..- 100, 000, 000 50, 000, 000 
2, 512, 042, 000 1, 865, 000, 000 
Printing of stamps: 
Internal revenue: 
Plate printed: 
etary: Pinging cards. .<....--...<.csns0s<- 48, 140, 000 110, 500, 000 110, 500, 000 
Flatbed: 
Bottle strip 117, 040, 000 143, 440, 000 143, 440, 000 
Other___._- 71, 634, 648 121, 528, 400 121, 528, 400 
Offset printed: 
Bottle strip 1, 392, 650, 300 2, 075, 000, 000 2, 075, 000, 000 
19, 746, 323, 200 | 22,000,000,000 | 22, 000, 000, 000 
219, 825, 000 234, 000, 000 234, 000, 000 
Fermented malt liquor____-- «av deuiinbs 42, 897, 436 61, 000, 000 61, 000, 000 
297, 521, 370 348, 000, 000 348, 000, 000 
1, 128, 989, 220 1, 497, 750, 000 1, 497, 750, 000 
28, 286, 307 64, 548, 200 64, 548, 200 
23, 093, 307, 481 | 26, 655, 766,600 | 26, 455, 766, 600 
United States postage: 
Plate printed: 
Rotary: 
15, 132, 805, 722 | 16, 294, 500,000 | 16, 388, 100, 000 
rmail: 
Small (400 subject) _......-.......... 717, 695, 300 735, 000, 000 750, 000, 000 
Large (200 subject)_._.-.........._.. 81, 835, 500 84, 000, 000 89, 100, 000 
Book, ordinary and airmail____________. 1, 880, 860, 320 | 1, 851, 800, 000 1, 887, 800, 000 
Coil, ordinary and airmail. 3, 859, 209,000 | 3,906, 100,000 | 3, 923, 900, 000 
1, 264, 881,092 | 1,300,000, 000 1, 300, 000, 000 
o> 63, 548, 500 65, 000, 000 65, 500, 000 
Flatbed: Miscellaneous... 31, 990, 425 31, 950, 000 31, 600, 000 
EE apachinthedtn 23, 225, 146, 649 | 24, 461,415,000 | 24, 627, 865, 000 


1 Includes 114,000,000 units representing carryover from 1953 work program which will be produced and 
delivered in fiscal year 1954. 
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Statement showing comparison of all deliveries in 1953, 1954, and 1955—Continued 


Class of work by activity 1953 actual 1954 estimate | 1955 estimate 
Printing of paper checks, commissions, certificates, etc.: Units Units Units 
52, 669, 880 68, 161, 200 64, 356, 900 
Government requests for transportation.._.. .......- 2, 262, 850 9, 772, 860 9, 306, 850 
certificates, ete.: 
Plate 248, 537 280, 135 290, 210 
8, 520, 360 20, 899, 805 23, 726, 020 
Certificates of f naturalization 520, 300 458, 000 458, 000 
64, 221, 927 99, 572, 000 98, 137, 980 
Printing of bonds, debentures, ete.: 
United States savings bonds___...........---..----- 104, 877, 000 98, 156, 000 94, 413, 000 
Treasury bonds, notes, etc.._..-...----.------------ 3, 1477, 645 3, 844, 000 3, 844, 000 
Miscellaneous bonds, debentures, ete. .........-..-- 178, 950 219, 800 275, 100 
Postal savings certificates.............------------- 7, 807, 500 8, 500, 000 8, 500, 000 
116, 011, 095 110, 719, 800 107, 032, 100 
258, 340, 000 296, 745, 690 298, 072, 940 
FO Piven secadindgscuncdtvensatenativancect 49, 510, 768, 659 | 54, 421,446,090 | 53, 937, 559, 620 


Statement showing net change in unit cost rates for each class of work for 1954 and 
1955, as compared to actual 1958 rates 


Unit cost rates per thousand Increase (+) or decrease (—) 
Class of work by activity oe aaa i 
1 over over | 1 over 
1953 1954 1955 1953 1953 1954 
ne of currency: 

$9. 50 $8. 263 $8. 072 —$1. 237 —$1, 428 —$0. 191 
Federal Reserve notes_. -| 10.131 8. 231 8. 054 —1.90 —2.077 —.177 
Military payment 3.31 —.178 

Printing of stamps: 
ternal revenue: 
Plate printed: 
potery: Playing cards-_ 32333 31078 32735 —, 01255 +. 00402 | +.016 
a 
Bottle strip_._....- 1. 45539 1. 50521 1. 58548 +. 04982 +. 13009 | +. 08027 
1, 11008 1, 32123 1. 39168 +. 21115 +. 28160 | +. 07045 
Offset printed: 
. 26877 . 27279 . 28733 +. 00402 +. 01856 | +.01454 
. . 05648 05909 . 06224 +. 00261 +. 00576 | +. 00315 
. 29278 . 30575 . 32206 +. 01297 +. 02928 +. 01631 
Fermented malt liquor. 1, 10265 1. 14341 1, 20438 +. 04076 +. 10173 +-. 06097 
17045 17468 . 18399 . 00423 +. 01354 +. 00931 
32750 34174 . 35997 +. 01424 +. 03247 +. 01823 
2. 90977 027 2. 13581 —1. 88209 +. 10813 
United States postage: 
Plate printed: 
otary: 
11917 12526 13194 +. 00609 +.01277 | +. 00668 
rmail: 
Small (400’s)_.. . 11897 12567 13237 +. 00670 +.01340 | +. 00670 
Large (200’s). . 26064 . 27310 28767 +. 01246 +.02703 | +. 01457 
Book, ordinary 
and airmail 45003 46699 49050 +. 01696 +. 04047 | +.02351 
Coil, ordinary and 
21446 22461 23686 +. 01015 +. 02240 | +.01225 
Commemorative. 26385 27440 28903 +. 01055 +.02518 | +. 01463 
Postage due._.._..-. . 13568 . 14373 . 15139 +. 00805 +. 01571 +. 00766 
Special delivery 23802 25295 26643 +. 01493 +. 02841 | +. 01348 
Flatbed: Miscel- 
1, 47428 1. 63772 1. 73997 +. 16344 +. 26569 | +. 10225 
Other . 42760 . 52977 . 55271 ++. 10217 +. 12511 +. 02294 
Printing of paper checks, commis- 
sions, ete.: 
Checks (paper). _--.-.--.---.-- 7. 7625 7. 8411 8. 25921 +. 0786 +.49671 | +. 41811 
Government for trans- 
EE ERR 13. 30093 | 11. 70251 12. 32866 —1. 59842 —. 97227 +. 62615 
Commissions, certificates, etc.: ? 
Plate printed .__...--...--- 342. 67735 | 227. 637 240. 93243 |—115. 04035 |—101. 74492 |+-13. 29543 
Offset printed __ -| 22.47902 | 22.17954 | 22. 69639 —. 30038 +. 21647 +. 51685 
Certificates of naturalization_..| 55. 36098 | 59. 448 62. 61790 | +-4.07802 | +7. 24792 | +3. 16990 
Printing of bonds, debentures, etc.: 
United States savings bonds...| 24. 821 24. 3911 19. 0395 —. 4290 —5.7815 | —5.3516 
Treasury bonds, notes, ete. _--- 95. 80 104. 713 110. 2968 +8. 913 +14. 4968 | +5. 5838 
bonds, 

tures, etc ~---| 240. 877 203. 10 232.1374 | —37.777 —8. 7396 |+-29. 0374 

Postal savings certificates... __- 19. 266 19. 5078 20. 548 +. 2418 +1. 282 +1. 0402 
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Statement showing costs by activities for fiscal years 1953, 1954, and 1955 


Class of work by activity 1953 actual | 1954 estimate | 1955 estimate 
Printing of currency: ; 
$13, 138, 713 | $13, 242, 600 $10, 292, 000 
Federal Reserve notes 11, 189, 319 6, 843, 558 4, 349, 382 
Total. ss 24, 328, 032 20, 417, 178 14, 798, 232 
Printing of stamps: 
Internal revenue: 
Plate printed: 
Rotary: Playing cards 15, 565 34, 341 36, 172 
Flatbed: 
170, 339 215, 908 227, 421 
Offset printed: 
Cigarettes 1, 115, 331 1, 300, 023 1, 369, 348 
64, 360 71, 546 75, 361 
Fermented-malt liquor 47, 301 69, 748 73, 467 
50, 713 60, 787 64, 029 
SS 369, 746 511, 845 539, 140 
110, 593 130, 883 137, 863 
2, 397, 773 3, 121, 682 3, 288, 148 
United States postage: 
Plate printed: 
Rotary: 
1, 803, 331 2, 041, 093 2, 162, 270 
Airmail: 
Small (400 subject) .......................-. 85, 385 92, 371 99, 279 
Large (200 subject) 21, 330 22, 940 25, 631 
Book, ordinary and airmail.._..___ 7 846, 439 864, 765 925, 974 
Coil, ordinary and airmail_____ z, 827, 636 877, 336 929, 418 
333, 744 356, 717 375, 7% 
Postage due ................. oll 26, 27,749 29, 047 
Special delivery. ............. 15, 126 16, 442 17, 451 
Flatbed: 47, 163 52, 325 54, 
4, 006, 248 4, 351, 738 4, 619, 792 
113, 895 151, 083 157, 902 
Printing of paper checks, commissions, certificates, ete 
Government requests for transportation. ._...____________ 30, 098 114, 367 | 114, 741 
Commissions, certificates, ete.: 
Offset printed_..__________- 191, 537 463, 548 538, 495 
Certificates of naturalization , 809 27, 227 | 28, 679 
Printing of bonds, debentures, etc.: 
United States savings bonds.....................-_......- 2, 603, 111 2, 394, 134 | 1, 797, 575 
Wo eee 301, 545 402,517 | 423, 981 
Miscellaneous bonds, debentures, ete...........__________ 43, 105 44, 641 63, 861 
Postal savings 150, 419 165, 816 | 174, 658 
3, 098, 180 3, 007, 108 2, 460, 075 
660, 043 65, 769, 028 
Operation and maintenance of incinerator and space utilized 
'y other agencies recovered directly___...._..-_...---. eee 254, 477 267, 946 282, 234 
Other direct charges for miscellaneous service... 


1 Includes $1,128,600 representing cost of carryover from 1953 program which will be produced and 


delivered in fiscal year 1954 


SAVINGS DUE TO IMPROVEMENTS IN PRODUCTION METHODS 


The comprehensive technological improvement pro 


gram currently being prose- 


cuted by the Bureau has resulted in the introduction of new procedures in the 


manufacturing process. 


Through extensive laboratory research efforts the Bureau successfully developed 
a nonoffset black printing ink which allowed the expansion of the use of automatic 
takeoff and delivery devices to all presses engaged in the “face’’ printing operation 


for currency and United States savings bonds. 
ization program was completed in June 1953. 


This phase of the overall modern- 


In addition, the efforts of the Bureau have been concentrated on the program to 


print currency 18 subjects to the sheet instead of 12. After the basic survey work 


| 
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had been completed, a schedule of conversion was developed for the preparation 
of larger size printing plates and for the modification of the printing presses, wet- 
ting and sizing machines and other associated equipment required to process the 
18-subject sheets. Complete conversion of a suffcient number of presses to print 
all currency on an 18-subject basis was accomplished by September 1953. 

Engineering studies initiated in the Bureau have also resulted in the develop- 
ment of an automatic feeder to be installed on printing presses engaged in the pro- 
duction of currency. A contract has been negotiated for the construction of pro- 
duction units of this type equipment which automatically feeds the wet sheets of 
paper to the printing press. It is anticipated that all currency presses will be 
equipped with automatic feeders by April 1954. The installation of the automatic 
feeders and the automatic takeoff and delivery devices previously referred to will 
eliminate the need for all printer’s assistants formerly required in these operations. 

It has been estimated that through the attainment of the objectives of the fore- 
going projects advances will be realized which will allow a substantial reduction 
in employment with recurring annual savings of $5,114,000. Of this total, 
approximately $454,000 accrued during the fiscal year 1953 and is therefore 
reflected in the base costs upon which the rates for 1955 were determined; $3,669,- 
000 is estimated to accrue during the fiscal year 1954; while the balance, or $991,- 
000, is anticipated to accrue during the fiscal year 1955. 

Accordingly, the savings which are estimated to accrue during 1954 and 1955 
as a result of the installation of these projects as part of the standard production 
procedure have been reflected in this budget presentation through a downward 
adjustment in the unit-cost rates. 


MATERIAL DECREASES 


Based on current price quotations from contractors, adjustments have been 
made in the unit-cost rates of certain products to be manufactured to reflect the 
decrease in the cost of raw materials used in the production processes, such as 
distinctive paper for currency, postage-stamp paper, and wiping and polishing 
paper. ‘This decrease, which it is estimated will amount to $139,566, has been 
distributed over the items to be affected by applying the decrease in the cost of 
each material to the quantity of material which it is anticipated will be required 
to process each product. 

WAGE INCREASES 


During the latter part of the fiscal year 1953, various craft and noncraft 
employees of the Bureau were granted wage increases to maintain parity with 
wage rates which had been established for comparable jobs in the vernment 
Printing Office. Since the total annual cost for these increases is not reflected 
in the base cost upon which the rates for the fiscal year 1955 were determined 
an appropriate adjustment has been made in the rates by prorating an additional 
$416,702, the cost of these increases over the work to be produced based upon 
the amount of labor costs included in each item to be manufactured. 


TRANSFER OF AUDIT FUNCTION FROM BUREAU OF THE PUBLIC DEBT 


By virtue of the authority vested in the Secretary of the Treasury under 
Reorganization Plan No. 26 of 1950, the function heretofore performed by the 
Bureau of the Public Debt in the Bureau of Engraving and Printing relative to 
conducting audits of all records and inventories of securities, dies, rolls, plates, 
ete., was transferred to the jurisdiction of this Bureau commencing June 7, 
1953. Since the cost of this function is not reflected in the base cost upon which 
the rates for the fiscal year 1955 were determined, and appropriate ad‘ustment 
has been made in the rates by prorating an additional $35,000 over the work to 
be produced through increasing the base cost of each product by the percentage 
that the cost of this activity is to the base cost of the overall production program. 


OVERHEAD 


Various items of overhead expense must be taken into consideration and 
allocated to the activities in arriving at the unit-cost rate for each product manu- 
factured. The overhead costs of the Bureau remain relatively constant since the 
greater portion of such costs are not materially affected by changes in the work 

rogram. 
owever, as a result of the substantial decrease in the base costs (upon which 
overhead is distributed) due to the savings to be effected through the moderniza- 
tion program, and the decrease in the volume requirements of the work programs for 
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the fiscal years 1954 and 1955, it was necessary to make a complete redistribution 
of the amount of overhead to be charged into the unit cost rate of each product 
to be manufactured in those years. 

Since the value of the work programs for fiscal years 1954 and 1955 will be con- 
siderably less than the program in fiscal year 1953, the units to be produced in 
those years must bear a larger portion of the overhead costs. Accordingly, 
adjustments amounting to $885,016 and $1,288,224 in the fiscal years 1954 and 
1955 respectively, have been redistributed over the work to be produced in each 
of those years. This was accomplished by increasing the cost of each product 
by a percentage of the amount of the overhead adjustment. 


Guard Force 


In accordance with the provisions of a Treasury Department order, the respon- 
sibility for the supervision of and jurisdiction over the guard force assigned to the 
Bureau of Engraving and Printing and its annex building was transferred from 
the Chief of the United States Secret Service to the Director of the Bureau, effec- 
tive July 1, 1953. No adjustment has been made in the unit cost rates of the 
various products as a result of this transfer inasmuch as it had been the practice 
of the Bureau to collect through its rates the cost of protecting all classes of work 
and transfer such amounts to the United States Secret Service, thereby making 
it unnecessary for that office to request funds for this purpose. 


A. Statement of sources and application of funds 


1953 actual | 1954 estimate |1955 estimate 


FUNDS APPLIED 
To overations: 
Engraving and printing: 
Acqnisition of fixed assets: 
Plant machinery and equipment $1, 230, 268 $1, 126, 335 
Motor vehicles R04 
Office machines 10, 196 
21, 131 
Building appurtenances 221, 964 
Fixed assets under construction 154, 849 


Total funds applied to acquisition of fixed assets, 
engraving and printing 1, 689, 302 


Expenses: 
Pyrchases 6, 329, 908 

20, 053, 130 16, 567, 314 
7, 217, 189 7, 526, 636 6, 922, 749 


30, 413, 950 25, 248, 315 


Total funds applied to program operations 36, 187, 516 34, 845, 848 

To financing: 

Payment of earnings to Treasury 176, 118 
Increase in Treasury cash 1, 333, 866 


Total funds applied 37, 521, 382 


FUNDS PROVIDED 
By operations: 

Proceeds from sale of fixed assets 16, 098 
Engraving and printing: Income from sales 35, 018, 710 
Operation and maintenance of incinerator and space 
utilized by other agencies: Income from services 254, 477 

Card checks: Income from sales__.._..-__...........--.-_. 660, 043 
Other direct charges for miscellaneous services: Income 
from services 33, 467 


35, 982, 795 
1, 538, 587 


37, 521, 382 


1, 477, 481 
35, 021, 966 28, 112,012 


Total expenses, engraving and printing. 600, 227 x 
Total funds applied to engraving and printing._| 35, 239, 529° 33, 812, 208 x "26, 680, 750 
Operation and maintenance of incinerator and space 
utilized by other agencies: Expenses__............-.._- 254, 477 267, 946 282, 234 
Card checks: Purchases. __- 660, 043 765, 604 769, 028 
Other direct charges for miscellaneous services: Expenses - 
Increase in selected working capital 380, 000 
35,021,966 | 28, 112, 012 
(yxy 
32, 252, 158 26, 607, 522 
267, 946 282, 234 
765, 604 769, 028 . 
Total funds provided by income. -----..........----.| 33, 319, 926 27, 658, 784 
Decrease in selected working capital 
Total funds provided by program operations............| MMMM | 33, 544, 485 27, 658, 784 
By financing: Decrease in Treasury = 
! 
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A. Statement of sources and application of funds—Continued 


EFFECT ON BUDGETARY EXPENDITURES 


1953 actual 


1954 estimate 


1955 estimate 


Funds applied to program operations 
Funds provided by program operations 


Net budgetary expenditures 
"=e are charged (or credited (—)): To net receipts of 


$36, 187, 516 
37, 521, 382 


$34, 845, 848 
33, 544, 485 


$28, 112, 012 
, 658, 784 


—1, 333, 866 
—1, 333, 866 


1, 301, 363 
1, 301, 363 


453, 228 
453, 228 


B. Statement of income and expense 


1953 actual 


1954 estimate 


1955 estimate 


Engraving and ting: 
Income 


Expenses: 
Cost of goods sold: 


Decrease in inventory 


Direct materials used 
Direct labor 


Manufacturing expenses (excluding depreciation) - 


Depreciation 
Total manufacturing costs 


Goods in 
Finished 


Cost of goods sold 


Loss on disposal of fixed assets: 
Book value of retired fixed assets 
Less s of sale 


0 ion and maintenance of incinerator and space utilized 
y other agencies: 


Income from services. -....- 


Net income from operation and maintenance of incin- 
erator aad space utilized by other agencies 


Card checks: 
Income from 


Other direct charges for miscellaneous services: 
Income from services. 
Cost of services 

Net income from miscellaneous services 
Net income (or loss (—)) for the year 
ANALYSIS OF RETAINED EARNINGS 


Retained earnings or deficit (—) gad alas 


$35, 018, 710 


$32, 252, 158 


6, 329, 908 
188, 239 


6, 518, 147 
20, 053, 130 
7, 217, 189 
1, 706, 877 


35, 495, 343 


—348, 013 
—595, 000 


34, 552, 330 


152, 357 
16, 098 


136, 259 


34, 688, 589 


330, 121 


Less payment of earnings to 
Retained earnings, end of the year. 


Purchases of direct materials...............-...--- 6, 320, 000 4, 858, 000 
16, 567, 314 13, 467, 566 
7, 526, 636 6, 922, 749 
1, 175, 379 1, 359, 207 
a 31, 589, 329 26, 607, 522 
31,580,320 | 26, 607, 522 
Total | 32,252,158 | 26, 607, 522 

Net profit or loss (—) from engraving and ws eh 
254, 477 267, 946 282, 234 
Cost of goods sold (purchases) - - .......------------------- 660, 043 765, 604 769, 028 
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Statement of financial condition 


1952 actual! | 1953 actual | 1954 estimate | 1955 estimate 


ASSETS 

Current assets: 
Cash with U. S. Treasury $3, 745, 257 $5, 079, 123 $3, 601, 642 $3, 148, 414 
Accounts receivable 3, 856, 536 2, 345, 046 1, 650, 000 1, 550, 000 
Inventories: 
2, 472, 349 2, 284, 110 2, 284, 110 2, 284, 110 
Goods in process 2, 726, 440 3, 074, 453 3, 074, 453 3, 074, 453 
Finished goods 735, 742 1, 330, 742 1, 330, 742 1, 330, 742 
Prepaid expenses and deferred charges 137, 605 209, 349 200, 000 200, 000 


Total current assets 13, 573, 929 14, 322, 823 12, 140, 947 11, 587,719 


Fixed assets: 
Plant machinery and equipment-_-- 13, 148, 724 14, 258, 116 16, 212, 316 17, 338, 651 
Motor vehicles 57, 082 56, 631 56, 631 56, 631 
Office machines , 3,3 27, 139, 580 
Furniture and fixtures. 3, 488, 4 512, 099 
Dies, rolls, and plates , 955, , 955, » 3, 955, 961 
Building appurtenances 823 708, 787 
Fixed assets under construction : ’ 200, 000 


18, 071, 937 19, 534, 162 21, 479, 27: 22, 911, 709 
1, 197, 944 2, 880, 101 3, 299, 291 4, 658, 498 


16, 873, 993 16, 654, 061 18, 179, 983 18, 253, 211 


30, 547,922 | 30,976,884 | 30,320,930 | 20, 840, 930 


LIABILITIES 


‘Current liabilities: 
Accounts payable 587, 421 
Accrued liabilities: 

Payroll 2, 342, 796 
Accrued leave 1, 565, 063 

hi 54, 937 

899, 883 
895 

5, 450, 995 


INVESTMENT OF U.S, GOVERNMENT 
Principal of fund: 

Appropriation from U. 8S, Treasury 3, 250, 000 

Donated assets, net 22, 000, 930 


Total principal 25, 250, 930 
Retained earnings or deficit (—) —154, 003 


Total investment of U.S. Government...| 25,096,927 | 25, 427,048 | 25, 250, 930 


Total liabilities and investment of U. 8. | 
Government 30, 647, 922 | 30, 976,884 | 30, 320, 930 


1 Adjusted for changes in accounting classifications and original capitalization at July 1, 1951, as shown in 
Schedule C-2 and C-3. 


| 
Less portion charged off depreciation 
Total fixed 
496, 267 500, 000 375, 000 
2,536,719 | 2, 210, 000 2, 135, 000 
1, 683,915 | 1, 630, 000 1, 550, 000 
33, 581 30, 000 30, 000 
798, 646 700, 000 500, 000 
5, 549,836 | 5,070,000/ 4, 590, 000 
22,000,930 | 22,000,930 | 22, 000, 930 
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ScuEpuLE B-1.—Manufacturing costs 


1953 actual | 1954 estimate | 1955 estimate 


$20, 053, 130 $13, 467, 566 
6, 518, 147 


Manufacturing expen 
Salaries and indirect labor. 
Travel.. 
Telephone and telegraph 
Electric current purchased. 
Automotive-repair services 
Health 
Guard service 
Other services performed by governmental agencies 
Other contractual services, nongovernmen 
General supplies 
Office supplies and printin 
Freight, express, and parcel post__- 
Fuel—motor vehiecl 
Minor plant machinery and equipment.__- 
Minor furniture and fixtures 
Repair parts and supplies: 
Buildings_. 
Building appurtenances 
Plant machinery and equipment. 
Furniture and fixtures 
Amortization: 
Experimental equipment 
Alterations and maintenance 
Depreciation: 
Building appurtenances 
Plant machinery and equipment 
Motor vehicles 
Office machines 
Furniture and fixtures... 
Miscellaneous 


Bz 


BY 


& 
S88 £2 88833 2828 


Less nonproduction costs 
Cost of bay oot maintenance of incinerator and 
space utilized by other agencies 
Other direct charges to agencies for miscellaneous services. 
Excess cost of inks manufactured over quantities used - --- 
Cost of manufacturing repair parts for Bureau use 
Equipment cost capitalized. 


Total nonproduction costs. .. 614, 669 
31, 589, 329 26, 607, 522 


a 5, 647, 953 5, 943, 960 5, 877, 930 
4, 308 4, 000 3, 000 
Be eS 22, 230 22, 000 20, 000 
acetal 169, 380 155, 000 130, 000 
anion 6, 685 6, 700 6, 700 
50, 499 51, 000 51, 000 
75, O41 75, 000 
Pes 184, 068 335, 000 
1, 190, 930 1, 781, 000 
24, 598 
1, 948 
2, 481 
774 
26, 121 
190, 102 
501 
2, 811 
bios. 16, 128 56, 744 
eitbates 18, 944 13, 901 
es SS 1, 642, 491 1, 101, 211 1, 
a ey 6, 262 6, 402 
ee Se 12, 588 13, 567 13, 567 
21, 274 20, 372 20, 372 
oe PRA 14, 925 15, 000 15, 000 
9, 889, 275 9, 433, 309 8, 625 
Total manufacturing expenses --............--.....-.-.--- 9, 825, 156 9, 368, 309 8, 896, 625 
36, 396, 433 32, 255, 623 27, 222, 191 
254, 477 267, 946 282, 234 
638, 916 398, 348 332, 435 
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ScuEepuLE C-1.— Working capital changes 


Increase or 
decrease 
(—) 1953 


OF WORKING 
APITAL 


Current asse 
Cash with U. S. Treas- 
ury $3, 745, 257) $1, 333, 866) $5, 079, 123, —$1, 477, 481 $453, $3, 148, 414 
$56, 536) —1, 511, 490) 2, 345, 046; — 695, 046) 1, 550, 000 
Inventories ___. ..-.-} 5, 934, 531 754, 774| 6, 689, 305) 6, 689, 305 
Prepaid ex 
deferred 137, 605 71,744) 20°, 349) 200, 000 


13, 673, 929 648, 894/14, 322, 823) —2, 181, 876 L 11, 587, 719 


Current liabilities: 
Accounts payable 587, 421 91,154) 496, 267 —3, 733} 500,000 375, 000 
Accrued liabilities.._..._| 3, 962,796) —291, 419) 4, 254, 215 384, 215) 3, 715, 000 


and liabil- 
899, 883 101, 237; 798, 646 98, 646 500, 000 
895 187 708) 708, — 


5, 450,995) —98, 841) 5, 549, 836 479, 836) 5,070, 000 4, 590, 000 


8, 222, 934 550, 053) 8,772,987) —1, 702,040} 7,070, 947 6, 997, 719 


SUMMARY OF WORKING 
CAPITAL CHANGES 


Changes identified on state- 
ment A: 
Selected changes in 
working capi ‘ — 224, 559) 
Changes in 
Changes not shown on state- 
ment A: Inventories for 


Balance fe Balance | Increase | Balance 
as of as of eet as of or de- as of 
June 30, June 30, (—) 1954 June 30,| crease | June 30, 
1952 1953 1954 (—) 1955 1955 
\ 
Working capital | | 
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ScuEepU Le C-—2.—Reconciliation of differences shown in donated assets account 
on the statement of financial condition at June 30, 1952, as presented in fiscal 
year 1954 and fiscal year 1955 budget submissions 


Balance, June 30, 1952, fiscal year 1954 budget submission $21, 838, 643 
Add: Value of assets previously unrecorded, deter- 
mined to have been on hand at July 1, 1951: 
Cupboard stocks of materials brought under ac- 
counting control $23, 023 
Net value of plant machinery and equipment 
taken up in the records as a result of physical 
inventories 73, 440 
Net value of office machines taken up in the rec- 
ords as a result of physical inventories 9, 266 
Net value of furniture and fixtures taken up in 
the records as a result of physical inventories__ 57, 123 
Net value of chairs, clocks, and fans (which are de- 
preciated in full at time of issue) determined to 
have been in use but not depreciated —931 
Inventory of composition rollers in ink-making 
division brought under accounting control 
(prepaid expenses) 


163, 613 
22, 002, 256 


Deduct: 
Unrecorded liability at July 1, 1951 
Duplication of accounting entry—item properly 
recorded as a fixed asset under construction 
was also erroneously capitalized as a deferred 
charge at July 1, 1951 
Minor items of furniture and fixtures erroneously 
capitalized at July 1, 1951 
1, 326 


Balance, June 30, 1952, adjusted, fiscal year 
1955 budget submission 22, 000, 930 


ScuepuLe C-3.—Explanation of accounting classification changes on the Statement 
of Financial Condition at June 30, 1952, as presented in fiscal year 1954 and 
fiscal year 1955 budget submissions 


1. Cash: In the 1954 budget submission cash in the amount of $5,525, repre- 
senting the balance of a working fund advance in the hands of another agency, 
was included with the prepaid expenses and shown as a reconciling item in the 
effect on budgetary expenditures section of the statement of sources and applica- 
tion of funds. is balance was subsequently reclassified for budget purposes 
and included with cash in the 1955 budget submission. 

2. Stores: Various items of plant machinery and equipment, and furniture and 
fixtures valued at $3,632 and $70, respectively, stocked in storerooms under 
accounting control, were classified as stores in the fiscal year 1954 budget submis- 
sion. These items have since been reclassified and quer as plant machinery 
and equipment and furniture and fixtures in the 1955 budget submission. 

3. Prepaid expenses and deferred charges: A major floor repair job costing 
$2,672, completed during fiscal year 1952, was classified as a building appurt- 
tenance in the 1954 budget submission. This item was subsequently reclassified 
and appears as a deferred charge in the 1955 budget submission. An improvement 
to plant machinery and equipment costing $3,320 was classified as a deferred 
charge in the 1954 budget submission. This item has been reclassified as plant 
machinery and equipment in the 1955 budget submission. 

4. Furniture and fixtures—Portion charged off as depreciation: An informal 
agreement was reached between the General Accounting Office and the Bureau 
of Engraving and Printing that certain items of furniture and fixtures (industrial 
chairs, clocks, and fans) should be fully depreciated at the time of issue. The 
value of such items in use at the inception of the fund on July 1, 1951, was 
$106,065. This amount was deducted from donated assets during the fiscal year 
1952 and an offsetting reserve for depreciation—furniture and fixtures was estab- 
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lished. The furniture and fixtures account and the Prego charged off as de- 
preciation in the 1954 budget submission were reduced by $106,065, inasmuch as 
this amount represented a capital adjustment and was not charged into operations. 
These amounts have been restored to the furniture and fixtures account and the 
reserve for depreciation account in the 1955 budget submission. 


Tuert at THe Bureau or ENGRAVING AND PRINTING 


Mr. Canrievp. Mr. Hall, the day-to-day accomplishments of the 
Bureau of Engraving and Printing in printing millions of stamps and 
currency at a value of millions of dollars is outstanding. These 
accomplishments are reflected in the general statement that you have 
just made to this subcommittee. 

However, and quite unfortunately, the most notorious and appar- 
ently newsworthy event that has taken place at the Bureau during 
the past months is not cataloged as an accomplishment in printing 
currency, but is written down as permitting some of that currency to 
be carried out by unauthorized persons, some of which currency has 
been out into channels of trade. 

This committee was chagrined and quite concerned to read the 
stories in the press about this incident, and we have had some testi- 
mony on the part of the Secret Service. 

Now, at this point in the record, will you and the members of your 
staff be good enough to give the committee a fill-in on the story— 
just what happened—bringing the matter up to date. 

Mr. Hau. Mr. Chairman, the matter is being surveyed by one of 
our men in the Bureau. He is preparing a detailed report. It is also 
being thoroughly investigated by the Secret Service. Neither report 
has been completed as yet. When those reports are received un- 
doubtedly we will have more information. 

It is a regrettable affair. We were all shocked about it. I might 
add that we had a survey made of our records for the past 29% years 
and we came up with a figure of 12 thefts from the Bureau, amounting 
in round figures to about $2,800. During the same period, the face 
value of securities produced by the Bureau amounted to $3,400 billion. 

This theft was the largest one and the most serious. We are all 
alerted to the situation. We regret it deeply. We are going to do 
everything possible to avoid a recurrence, I can assure you of that. 

r. CANFIELD. Mr. Hall, we have had testimony on the part of the 
Secret Service as to what the Secret Service believe happened. 

Now, I think it appropriate for you to tell this committee what you 
understand happened. 

First, I would like to ask Mr. Holtzclaw, who was quoted in the 
pom if he made the reported statement that ‘during the holidays the 

ureau let its guard down.” 

Did you make that statment, Mr. Holtzclaw? 

Mr. Houtrzctaw. Yes, but not in those words. 

Mr. Canrrevp. I think that it is incumbent upon you, Mr. Hall, 
and Mr. Holtzclaw, to develop for the benefit of this committee just 
what you understand happened. 

Mr. Hau. May I make a statement with respect to that? 

It has been the custom for many years during the Christmas holi- 
days to allow supervisors to examine packages that are being taken 
from the Bureau. Our regular procedure is for an employee to present 
a package at the package booth and have it opened and checked so 
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he can pass the guard without interruption. But with the exchanging 
of gifts during the holidays we permitted a revision of that rea 
by allowing responsible foremen and supervisors to give clearance to 
packages. That is the only change we made. 

Now as to the statements attributed to Mr. Holtzclaw, some of 
them are inaccurate. I know that he did not make some of the 
statements that were reported in the newspapers. Unfortunately, 
the excitement that occurred at the time the loss was discovered, 
and though I was not present—I was absent attending the funeral 
of my sister—I am told it was tremendous. Reporters in large 
numbers came to the Bureau pressing for information. Undoubtedly 
statements appeared in the press that were not accurate which were 
attributed to Mr. Holtzclaw. 


STATEMENTS MADE TO THE PRESS 


Mr. CanrieLp. There was one very important statement carried 
in the press, the statement Mr. Holtzclaw tells us now he did make, 
which certainly has an important bearing on what happened. 

Mr. Hatt. I just related that. 

Mr. Canrievp. He did say, and he tells us he said to the press, 
“‘We let our guard down during the holidays.” 

You mean that guard was let down by permitting the introduction 
of Christmas packages? Is that what you mean? 

Mr. Haut. As I explained to you, the change was made by allowing 
the supervisors to clear the packages rather than having them go 
through the package booth. Mr. Holtzclaw can speak for himself. 
I wish he would. e has been quoted in the press, and I would like 
to have him give his side of the picture. 


DETAILS OF THE THEFT 


Mr. CanrFtetp. We want to hear from Mr. Holtzclaw. 

First, Mr. Holtzclaw, I think it appropriate to ask you at this point, 
after this theft was discovered was a press conference called? 

Mr. Hotrzctaw. May I explain the whole sequence of events? If 
you will bear with me I will be brief. 

At 20 minutes past 9, January 4, the assistant superintendent of the 
Surface Printing Division, in which all currency is processed in the 
finishing stages, came to my office and told me they had discovered 
two packages which were light in weight, and at that time had not 
been opened, but they looked very suspicious, and that a preliminary 
audit of the packages in process indicated that two packages were 
missing. 

Through a previous arrangement with the Chief of the Secret 
Service our internal auditor was instructed by me to immediately 
contact Mr. Beary, head of the field office of the Secret Service, to 
report the discrepancy and ask for aid and assistance. That was 
done in about 30 minutes, and the internal auditor was also instructed 
that in the meantime to immediately begin, with. his staff, to conduct 
an audit of all transactions to insure that the two packages were 
actually missing. 

At half past 10 the Secret Service representatives arrived and 
began their investigation. In the meantime, 20 minutes past 10, 
I received a call from the newspapers and they had the entire story 
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probably gained from some Bureau employee. From that time on 
the telephones rang continuously. 

I first refused to give out any information until contact was estab- 
lished with the department, who were given all the facts. I was 
told to cooperate with the press completely, and even against my 
wishes and desires, to pose for photographs. I think it is obvious 
that if I wanted publicity, which I did not, I certainly would not 
want that kind. It almost looked as though I was being punished 
when I was asked to pose with a dummy package and make a feeble 
— as to what had taken place when I actually didn’t know 
myself. 

esine the course of the day, carrying out the wishes of the depart- 
ment in an endeavor to get a favorable press, if possible, I took over 
150 telephone calls and was interviewed by more than 60 members 
of the press in my office and at my home. Since that time an addi- 
tional 100 or more telephone calls have been received, and we have 
lost track of the number of newsmen that came to the Bureau. 

Certainly, Mr. Chairman, you have had a great deal more experi- 
ence than I in this respect, but I think that had I a record to play for 
them with so many telephone calls and personal interviews, some 
misunderstanding and some misquotes would have resulted. 

At that time we did not know that a theft had actually taken place. 
It appeared initially that it was a conspiracy, that more than one had 
participated in it. The Secret Service continued its investigation. 
We cooperated to the fullest extent, but did nothing to interfere with 
the survey they were conducting, and did not seek any information 
because we were fearful if we came upon information and inadvertently 
disclosed it, it might interfere with the Secret Service investigation, 
so it was not until last Saturday, January 23, that I obtained all the 
facts. Indeed, since obtaining those facts, I am more chagrined than 
ever. It appears that our security regulations were violated. It 
appears also that the whole plot was conceived by this individual over 
a period of months. He worked out every single minute detail, and 
it was carried out largely as the result of boldness and daring on his 
part. Every phase of the many transactions that took place he 
deliberately carried on in the presence of large numbers of people to 
divert suspicion. 

It was at one time reported that the dummy packages that he had 
used in this well-conceived plan were dummy packages that we had 
traditionally used in our processing operations for experimental pur- 
poses and for machine adjustments, and so forth, and it was initially 
thought also that he used those packages for surreptitious purposes. 
It has been determined now—I think perhaps you already have this 
information—that he made those packages up at home, brought them 
into the Bureau and carried out this deception. 

I can only add to what Mr. Hall has already said. Immediately 
upon learning of this incident I took prompt and remedial measures 
to insure against a repetition of it. We had already been alerted to 
the need for strengthening our security measures, and as a part of 
our continuing review of security and every other rule or regulation 
or function of the Bureau, we had instigated a system which I think, 
had time been available to complete it, would not have allowed this 
theft to occur. 
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We have an internal auditor who has a large staff and he is charged 
with the responsibility of auditing every function in the Bureau, and 
he was in the a of auditing all rules and regulations appertaining 
to the guard force. He had not completed his survey. 

In addition, on November 4, a committee comprised of 17 repre- 
sentative employees of the Bureau were appointed to study every 
phase of our protective measures, not only over securities, but the 
plant itself, and to look into the screening of new employees to insure 
that we have vo undesirable employees on our payrolls. 

We have taken a number of measures, as I say, which I think, had 
they been completed, would in all probability have forestalled this 
terrible thing that has happened. 

Since that time we have inaugurated a great many other practices 
and procedures, putting into effect those things that are obviously 
necessary aud postponing putting more radical changes into effect 
until the Secret Service has conducted its study, which they are 
beginuing today. 

i think that you have already been told that a management engineer- 
ing survey of every phase of the Bureau’s operations is about to be 
undertaken. It presumably will begin about the middle of February. 

I would like, Mr. Chairman, to give you an idea how easy it is to 
misunderstand and put something in the press that does not always 
reflect favorably upon us. 

After much of this unfavorable publicity, the Times-Herald asked 
to come down and write a feature article on thefts that had taken 
place in the past. I encouraged them to do so after getting department 
clearance. The article appeared, I think, in the Times-Herald of 
the 14th. Yes, it was the 14th; and it was written by Gene Ingold. 
It is a very fine job of reporting, except in the very last paragraph. 
I want to show you how easy it is for those boys to misunderstand. 
I do not believe there were any deliberate misquotes. 

I told him of many of our security regulations and remarked that it 
now costs about $10 million to provide for security and quality control. 
He left out the word “quality” and said $10 million is a conservative 
estimate of the amount the Bureau now spends each year on security 
against thefts.” 

Actually, it costs us about $10 million a year for security and 
quality control, but certainly we do not spend $10 million for security 
control alone. 

Every examiner and every counter plays a part in the need for the 
maintenance of a high standard of quality and security control. This 
is one instance of information appearing in the newspapers that was. 
not ep seme I am certain it was not deliberate on the part of Mr. 

{r. Steminski. Have you called that to the attention of the 
reporter? 

Mr. Hourzciaw. No, sir. 

Mr. Sremrnskt. Would you be kind enough to do so? I think the 
press appreciates accuracy. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Hotrzctaw. Immediately after Mr. Ingold left my office I 
reported to my secretary essentially what information I given 
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to Mr. Ingold and she made a copy of it which, if I may, I would 
like to put in the record. 

Mr. CanFieL_p. Without objection, it will be inserted in the record 
at this point. 

(The information referred to is as follows:) 


Mr. Gene Ingold, Times-Herald, had previously secured permission fronr 
Mr. Holtzclaw to write an article on past thefts in the Bureau. 

Prior to Mr. Ingold’s visit Mr. Holtzclaw received the approval of Mr. William 
W. Parsons and Mr. Leon M. Siler of the Office of the Secretary of the Treasury to 
collaborate with the Times-Herald in the preparation of a feature article. 

Mr. Holtzclaw received approval to give to Mr. Ingold the information con- 
tained in the attached statement showing a summary of theft cases and value 
of currency and other securities for the past 30 years which was prepared by 
Mr. Eugene Shreve, Chief, Office of Planning. 

Mr. Ingold was asked to give Mr. Holtzclaw’s statement prominence in his 
newspaper so that some of the unfavorable publicity given the Bureau could be 
counteracted. Mr. Ingold indicated that he would have no control over the 
publishing of the information but that if supplied background information such 
as to provide reader appeal he would do what he could to give the Bureau a 


lug. 

Mr. Holtzclaw reviewed with him the various operations that are employed in 
the printing and processing of currency and went to some length in describing 
the many employees who are engaged in examining, counting, reviewing, and 
checking in every phase of the operation to insure the high standard of quality 
and to provide for maximum security. 

Mr. Holtzclaw advised Mr. Ingold that it probably cost $10 million a year to 
maintain security ph ye he control over the securities produced in the Bureau. 
Mr. Holtzclaw told Mr. Ingold that even though this sum were doubled in 
providing for security and quality control there could still be no absolute as- 
surance that substandard work would not be passed or that thefts would not 


occur. 

Mr. Holtzclaw further advised Mr. Ingold that although every reasonable 
precaution is now taken the only way to positively avoid employees taking 
money from the Bureau would be to institue a system of strip and search every 
employee and even then a well laid conspiracy such as was employed in the 
Landis case would be no absolute guarantee that thefts could not oceur. Mr. 
Ingold was informed by Mr. Holtzclaw that undoubtedly our present system 
ean be improved and that such improvements have been under intensive study 
for several months. If improvements are determined, to be practical they 
would, of course, be cleared with the Chief of the Secret Service before adopting 
them. 


SUMMARY OF THEFT CASES AND VALUE OF CURRENCY 


Mr. Hotrzcuaw. In addition to other information I gave Mr. 
Ingold, I gave him this carefully prepared statement, copies of which 
were transmitted to the Secret Service, to the Information Service in 
the Treasury, and to the Administrative Assistant Secretary, which I 
thought put the Bureau in a pretty good light. 

Mr. CanFieLp. This is a very short statement, Mr. Holtzclaw. 
Why not read it to the committee at this time. 

Mr. Hourzciaw. I will be glad to. The title of this statement is 
“Summary of Theft Cases and Value of Currency and Other Securities 
Delivered from July 1, 1924, to December 31, 1953, Inclusive.”’ 


During the above period of nearly 30 years there were 12 thefts involving cur- 
rency amounting to $2,850 and 1 item of war-savings stamps amounting to $52.50, 
making a total of $2,902.50. Of this amount, $1,777.50 was recovered or resti- 
tution made by the persons involved, $965 was collected from other employees 
of the Bureau and $160 remains to be settled. There was only one theft of com- 
nce = notes. The amount of this item was $150 and restitution was made in full 

y the individual who committed the theft. 

During the same period the value of all classes of securities produced by the 
Bureau amounted to approximately $3,400 billion. This total includes $180 
billion in currency notes. 
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As I mentioned previously, Mr. Chairman, in Mr. Hall’s absence 
I went through quite an ordeal in trying to give information to the 
press and to cooperate with them to the fullest extent. 

In addition to spending 12 to 14 hours a day in my office answering 
telephone calls and being interviewed by reporters, I continued to 
answer calls at home until midnight. I started off by telling these 
newsmen that I had no comment to make. Well, the department 
felt that that was not the proper procedure to follow. Subsequent 
events proved the department was right in that respect because I 
think we could have fared much worse insofar as newspaper publicity 
is concerned than we have fared. I think the press has not been too 
hard on us, and I feel sure that none of these statements that have 
been made were deliberately designed to embarrass the Bureau, at 
least the statements that I have read in the press, but I have not 
read them all. 

Mr. Canrievp. That is a v fair, fine, and frank statement to 
make, Mr. Holtzclaw. Certainly, I think it makes us understand 
better your position in the whole matter. 

Mr. Hauyu. May I make a statement along that line? 

Mr. Canrie.p. Yes. 

Mr. Haut. Mr. Holtzclaw made reference to my absence from the 
city. I want to say that if I had been there at the time I would be 
the one on the defensive today and not him. I could not have done 
a better job of handling the publicity than he did. I know the matter 
was in good hands and I know the press very often will make a state- 
ment, not ppratainiis which is inaccurate. I have reference to an 
article that appeared in the Washington Star on Janu 17, the 
heading of which reads: “Swiping Bundles of Cash From Engraving 
Bureau was Popular Idea.”” Not one of the items mentioned in that 
article is associated with the Bureau of Engraving and Printing; not 
a one of them. 

Mr. Ho.trzcutaw. Mr. Chairman, may I also volunteer this infor- 
mation? 

I mentioned earlier that in less than an hour the newspapers had 
all of the information about this alleged theft, and when I say “alleged 
theft” it was just in that category for the first few hours until we had 
completely audited every package in this particular area. I knew 
if I did not give this information out some employee would, which 
would put us in a worse light. 


CHECKING OF PACKAGES 


I was asked if we observed any different precautions around Christ- 
mas holidays than we did during the remainder of the year. I told 
them yes, and I think that Mr. Hall has adequately described the 
procedure that was involved, where the supervisor is required to 
attach this sticker [indicating] to each package that goes out of the 
Bureau and initial it, and the guard at the front door, to insure that 
he has made an inspection of that package, is supposed to tear this 
— off before he permits the employee to pass through. 

he regular procedure is to require that every package, any package 
which an employee brings in to work with him, and which he wishes 
to remove intact, must be checked at the ey booth. If, during 
the day, he has a package that he knows he is going to take out at 
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the close of the day, he is required to take that package to a central 
location where the package is opened and inspected and the employee 
is given a check for it. At the close of the day, upon presentation of 
his check, he picks up the package. 

There is the difference in the two procedures. Experience has 
shown that this relaxation at Christmastime was the wrong thing to 
do. I think I need not mention that it will not be done again. 

Mr. Canrie.p. Do we understand, Mr. Holtzclaw, that the sticker 
procedure was a new one this year? 

Mr. Hotrzctaw. No. It has been followed as far back as my 
memory goes. It stems from the fact that many employees exchange 
presents among themselves. 

During the course of leaving the building at the close of the day there 
would be a tremendous slowdown in permitting the employees to go 
out if each and every package had to be examined. 

Mr. CanFie_p. Stickers are put on at the booth? 

Mr. Hotrzciaw. No, sir. They are pu: on in the workroom by the 
supervisor for the employee who owns the package. 

{r. CanrreLp. And who is taking it out? 

Mr. Hotrzctaw. And who is taking it out. The inspection is 
made at the front door, a casual one, I will have to admit. 

Mr. Canrtevp. In this instance there were packages brought in and 
they were undetected; is that not the truth? 

Mr. Hourzcuaw. A new procedure went into effect this morning, 
Mr. Chairman. Every package that comes into the Bureau will be 
opened and carefully examined by the guards. Heretofore we have 
never felt it necessary to examine packages coming into the Bureau 
but experience has shown that since these dummy packages were 
actually assembled outside the Bureau and brought in, that it would 
be incumbent upon us to insure that everything coming in be checked, 
as well as everything going out. 

Mr. Vurse.u. At this point, this new ruling will doubtless stop a 
great many packages coming in, will it not? 

Mr. Hourzcuaw. Yes, it most certainly will. It will undoubtedly 
stop some of the packages of the type that have always gotten into 
the Bureau, and other governmental and private institutions. We 
know from time to time that liquor is carried in on the person, or in 

ackages. This procedure will help to prevent that sort of thing 
appening. 
r. VursELL. Do many of the people who work there bring their 
lunch with them in packages? 

Mr. Hottizctaw. Quite a number, sir. I might add also that one 
of the things that makes our problem difficult is that nearly all of the 
employees, other than the administrative workers, change their clothes 
completely, and they have their soiled clothes to take home and 
launder and fresh clothes to bring back. 

This morning when this procedure went into effect there was 
quite a delay in getting the people into the Bureau because each 
peewee was opened and a thorough and complete inspection made 
of it. 

Mr. PassMan. Will this new procedure of inspection of each pack- 
age going into and out of the Bureau necessitate the hiring of addi- 
tional guards to perform that additional task? ; 


¥ 
; 
4 
q 
4 
4 
E 


356 


Mr. Hourzciaw. If the United States Secret Service in the course 
of its survey, which began today, determines that additional guards 
are needed, they will promptly be hired and put to work, sir. 


EFFECT OF PACKAGE CHECKING ON MORALE 


Mr. PassMAn. What effect will it have on the morale of your em- 
ployees because of the delay in having to inspect all the packages going 
into and out of the Bureau? 

Mr. Hourzciaw. I learned about the details of this exchange of 
packages only last Saturday. Yesterday, from my home, I issued 
instructions to the inspector in charge of the guard force that every 
package was to be opened and examined this morning. On my arrival 
at the office this monring I inquired as to how much delay resulted and 
how much complaining took place, and I was told that there was con- 
siderable delay because there were so many packages to examine, and 
+ one was a terrific amount of complaining on the part of the em- 
ployees. 

You also asked, Mr. Congressman, if inspecting all these packages 
would result in the need for additional guards. The Secret Service is 
currently making an investigation of every phase of security handling 
in the Bureau, and if they should recommend the employment of 
additional guards, they certainly will be employed for that purpose. 

Mr. PassmMan. Thank you, Mr. Chairman, for yielding. 


DETAILS OF THEFT 


Mr. Canrietp. Mr. Holtzclaw, as you undoubtedly know, the 
Chief of the Secret Service, Mr. Baughman, was before us last week. 
He described to us how this theft was accomplished. Is it our under- 
standing now that the principal in this theft was recently taken to the 
Bureau for a reenactment of the crime step by step? 

Mr. Hourzciaw.. Yes, sir. 

Mr. Canrievp. Tell us about that. 

Mr. Hourzctaw. Mr. Chairman, I was told by Chief Baughman 
one day last week that they would like to bring Landis into the 
Bureau at 1:30 Saturday afternoon to reenact the crime. I was 
present when he was brought into the Bureau with a marshal and a 
number of Secret Service operatives, including two of its inspectors. 
During that period following his arrival there, every single step was 
retraced and photographs of Landis were made, in every phase of the 
events leading up to the actual theft. 

If you would like me to do so I will describe them for you, Mr. 

airman. 

Mr. Canrtetp. Do these various steps enacted by Landis last 
Saturday tally with the understanding of the Secret Service as to how 
the theft was accomplished? 

Mr. Hourzcuiaw. I don’t know what testimony Chief Baughman 
has given, and I am reasonably certain that there’ were some details 
or some phases of these transactions that were not entirely familiar 
to many others until Landis went through each of these steps himself. 

Mr. Canrie.p. Then are you prepared now to tell us in general 
how this job was done in the Bureau? 

Mr. Hourzciaw. In general and in as few words as I can use. 
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Mr. CanrFieLp. Very well. 

Mr. Hourzcitaw. Landis took home with him steel bands which 
had been removed from other packages which probably had been 
mutilated in one fashion or another. He took home with him also 
the wooden blocks that are put on either end of a package of 4,000 
notes, and he made up a simulated package of 4,000 notes with 
materials that he had obtained from 1 source or another. 

He brought these dummy packages wrapped in kraft paper into 
the Bureau and secreted them in a trash receptacle in one of the 
locker rooms. 

He then reported to his assignment, which was immediately adjacent 
to the package-wrapping machine, and put a large number of packages 
on the wrapping machine to be wrapped so as to give himself an 
opportunity to slip away from the machine and carry on this other 
transaction without being missed. 

In the meantime he took two packages of $20 Federal Reserve notes 
off of a skid on which there were probably 150 similar packages, and 
carried them to a point immediately adjacent to the wrapping machine, 
and tore sheets of paper off of a roll of paper that is identical to that 
which legitimate packages are wrapped with, and wrapped these two 
packages of genuine currency. 

None of the acts that he had so far performed were unusual because 
it is customary practice for these machine operators to tear paper off 
of this large roll of wrapping paper and lay them on the floor to catch 
drippings of oil, so he simply took two of those sheets. Instead of 
putting them on the floor he wrapped the packages in that fashion. 

The packages were wrapped loosely——— 

Mr. Gary. He was by himself when he took these two packages of 
notes and wrapped them? No one else was in there? 

Mr. Hotrzcitaw. Let me make this general statement, Mr. Gary. 
Landis said Saturday that every phase except one of these transactions 
was deliberately carried on where a group of people was employed 
so as not to arouse suspicion. There were a considerable number of 
people around him, but in the process of wrapping these two genuine 
packages, it was a practice which is normally followed. His job was 
to carry packages of work from the skid to the wrapping machine, 
— them, carry them back, part of his normally assigned duties being 
to = any general utility work in that area that he was called upon 
to do. 

From time to time he may have been called upon to take 2 such 
packages from 1 floor to another, for recount or for some similar 
purpose. 

After he had wrapped those two packages very loosely he boldly 
walked out of the room and deliberately went through the basement 
corridor where he said he was sure there would be a large number of 
people and his chances of going unobserved would be better. It turns 
out that this is exactly what happened. 

He carried these two packages of genuine currency from the base- 
ment floor to the attic floor at the extreme opposite end of the building. 

He then carried them to the east end of the attic, a room which is 
probably 25€ feet long, a room which is used largely for storage pur- 
poses, but in addition to being used for storage purposes the machine 
which makes the paper bands which encircle each 100 notes is also 
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located in that area—the point being that he from time to time had 
legitimate reasons for going to this particular area. 

After going to the extreme east end of this attic floor he took the 
two packages and carefully tore the paper off of each, preserving the 
two ends which carried the labels denoting the denomination and the 
contents. 

He stuck those labels in his pocket. 

He took a pair of pliers from his pocket, put the two packages on the 
floor between his feet, one at a time, because they are tightly bound 
and highly compressed, twisted the metal bands until they broke, and 
held the contents between his feet. 

He had also brought into the Bureau two large paper bags in his 
pocket. He filled 1 mage bag with the contents of 1 package, 1 con- 
taining 40 individual packages of 100 notes each, put those all in 1 
bag. e took a little over half of the other package and put it in 
another bag and hid the bags together with the remainder of the second 
package under a skid. 

He went back to his job, and later on slipped out of the work room 
again and went to the locker room where he had hidden away the 
two dummy packages. 

He took the labels out of his pocket, carried them to a wash basin, 
laid these labels at the bottom of the wash basin, ran the water on 
them as though he were washing his hands, and then easily pulled 
the labels off of the wrapping paper. 

He folded the labels, carried them to a radiator and stuck the 
labels between the fins of the radiator and waited there until they 
had dried. 

After they had dried he put them back in his pocket. Having 

reviously made up his mind to go through with this theft, he had 
ocated a small bottle of glue somewhere around the Bureau and 
had stood it on a window sill and left it there until the 30th. On 
the 30th he recovered the glue, put it in his pocket so that after he 
had soaked off the labels and dried them he then took the two dummy 
packages out of thé trash receptacle, carried them into a toilet room 
which previously was used by women—and I mention that only 
because it was completely enclosed and had a door on it, the men’s 
rooms do not have such an enclosure—he carried these two packages 
into this toilet room. He took the glue he had in his pocket, applied 
it on the end of the bogus packages, and affixed the labels. 

He also had in this trash receptacle a large sheet of kraft wrapping 
paper which he used to enclose the two dummy pe He then 
carried the packages back into the workroom and casually threw the 
outside wrapper away and put the two dummy packages on the skid 
from which he had removed the two genuine packages earlier. 

There was an interval of about 3 hours between taking the genuine 
packages and replacing them with the bogus packages. These skids 
may stand in the workroom all day, until they are required to be 
taken into the vault. When they are taken into the vault they are 
checked off against a schedule, and a thorough and complete account- 
ing of all ages is made at the close of the day. 
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DISCOVERY OF THE THEFT 


The two dummy packages were discovered while in the process of 
unloading them from the skids to put them in the bins in the vaults 
for accountability purposes. 

Mr. Gary. Why were they not discovered that night? Did the 
ims _ the skids in the vault and let them stay on the skids until 
the 4t 

Mr. Hourzctaw. They were discovered the same day they were 
taken from the skid for rechecking, Mr. Gary. 

Mr. Gary. I thought you said they were taken on the 31st and dis- 
covered on the 4th. 

Mr. Hotrzcitaw. The 4th was Monday, sir. They were put into 
the vault—I see your point now. 

They were put into the vault on the 30th and were counted but 
not handled. 

Mr. Gary. They did not take them off the skids on the 30th, but 
rolled the skids into the vault. 

Mr. Hourzctaw. They simply made an accounting of the number 
of packages on the skid on the 30th. 

sg Gary. They did not remove them from the skid on December 
3l 

Mr. Hourzctaw. That is correct, sir. 

Mr. Sreminskt. There was no scale to weigh the skid before you 
put it away for the night? 

Mr. Hotrzcitaw. There is not, sir. 

Mr. Gary. Was this the 31st or the 30th? The 31st was a holdiay, 
was it not? 

Mr. Hotrzcitaw. I am sorry. The 30th yes, is when it happened. 

Mr. The 31st was a Thursday. 

Mr. Hotrzcitaw. Yes. Friday was a holiday. The Bureau closed 
down, as did all other Government agencies, for a half day on the 31st. 
The Bureau, because our people come to work at 7:30 A. M., closed 
down at 11:30 A. M. for a half day holiday After he had completed 
his work for the day he put his clothes on, left the room, ostensibly to 
to go to a toilet room, but instead he went up to the fifth floor attic 
to the extreme other end of the building, went into the back of this 
room, took the paper bags containing the money, and having previ- 
ously supplied himself with presumably dirty clothes of his own, 
stuffed them down into the top of these paper bags, and when he 
walked out of the Bureau pulled the leg of the trousers out of the 
paper bag to show the guard and walked on out. 

Mr. Gary. What day was that now? 

Mr. Hotrzciaw. The 30th, sir. 

Mr. Gary. Then you discovered the theft on the 4th, the next 
full workday, when they took the packages off of the skids and put 
them into the vaults? 

Mr. Hotrzciaw. That is correct, off the skids to put them into the 
little pigeonholes where they are laid out according to denomination 
and serial numbers. 

Mr. CanFieLp, What checkup was made on the 31st? 

Mr. Hotrzcitaw. The number of packages of currency, 4,000 notes 
each, checked out, but among those legitimate packages were two 
that were bogus packages. 
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Mr. Canrietp. They had not been felt by the men who regularly 
detected the discrepancy in weight? 

Mr. Hourzciaw. That is correct, 

Mr. Chairman, I might mention there is nothing unusual in a 
situation of that sort. The only way it could be guarded against, 
and to provide for a check, would mean staggered hours. All of the 
work that is wrapped has to go into the vault immediately at the 
close of the day. Unless we keep some of our employees at least 
another 2 or 3 hours to check each individual package according to 
serial numbers, it just couldn’t be accomplished. 

Mr. PassmMan. Off the record. 

(Discussion held off the record.) 


POSSIBILITY OF THEFT BEING UNDETECTED 


Mr. PassmMan. Had Landis compensated for the difference in 
weight between the bogus package and the genuine package there 
was a possibility it would have been weeks or maybe months before 
it would have been detected because it could have been shipped out 
to perhaps the Federal Reserve System in New York. 

Mr. Hotrzcitaw. That is correct, Mr. Passman. As a matter of 
fact, in the Federal Reserve vault located in the Bureau building 
there are now over 50,000 packages of Federal Reserve notes alone, 
not to mention the stocks that are in the Treasurer’s vault. An 
audit of all of these packages in the Federal Reserve vault will begin 
tomorrow morning. 

Mr. Steminskr. Would you yield? 

Mr. Passman. You have answered it. 

Mr. Hourzciaw. Yes. 

Mr. Steminskt. Do you think some thefts have ever been spotted 
in the flow line that were ever covered up or unreported publicly, 
settled privately? 

' Mr. Hourzcitaw. I am positively sure that no such thefts have 
ever taken place in-the past because certainly the banks would have 
brought such thefts to the attention of the Bureau. 

Mr. Sremrinskt. If not publicly certainly to the attention of the 
Bureau as a matter of information? 

Mr. Hourzciaw. For adjustment purposes. 

Mr. Steminski. And naturally the loss would not be sustained by 
a private bank but rather the loss would be sustained by Uncle Sam 
in a case like that? 

Mr. Hourzctaw. That is right, sir. 

Mr. Steminski. So you are sure you are in a solid position? 

Mr. Hotrzciaw. Yes, sir. 

Mr. Steminskr. Thank you, sir. 

Mr. Hotrzctaw. I was asked almost an identical question by 
the press, sir. In all truthfulness and honesty I could not have replied 
otherwise. I do not know whether or not there is a shortage in the 
50,000 packages in the Federal Reserve vault or in the packages in 
the Treasurer’s vault. I think you can all realize that the Bureau 
is a pretty vast institution, and in the course of a year we process 
2,500 million pieces of United States currency in addition to man 
other types of securities, and I am sure that I can speak for Mr. Hall 
and say that somewhere along the line we have to rely on the honesty 
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of the people. We recognize that we can always make improvements 
in operations, and we are going to do just that. 

Mr. Passman. It would be almost impossible to make a physical 
check of that many tens of thousands of items. 

Mr. Gary. Not only impractical but it would cost more than it is 
worth for security purposes, would it not? 

Mr. Hotrzctaw. By the way, before you begin to wonder, these 
are my personal property [displaying a stack of bills}. 

I wrote a check and I had one of my associates go to the cafeteria 
and get these notes. I thought perhaps you would be interested, to 
know the extent to which we have to rely on the honesty and integrity 
of the employees who work in the Bureau. 

We have approximately 600 women examining each and every note 
for printing defects, numerical sequence of the numbers, counting 
these packages, and putting this band around them. 

Mr. Gary. How many notes in that package? 

Mr. Hotrzciaw. 100 notes in this package; 40 of these packages 
goes into the 4,000-note package we have just been talking about. 

The examiner who examines and counts these notes places the date 
on the outside of this wrapper along with her name. 

We don’t know, Mr. Hall and I, or other management folks in the 
Bureau, whether every package which goes out has 100 notes in it. 
We have to rely on this examiner. 

Now let us imagine that we put another examiner along next to 
this other one to reexamine and recount these notes. What positive 
assurance could we have that the second examiner wouldn’t take 
some of these notes? 


USE OF ELECTRONIC DEVICES FOR DETECTING THEFTS 


Mr. Stemrinski. There is no electronic device sensitive enough to 
pick it up? 

Mr. Hourzctaw. There is not. However, we have on order two 
electronic devices with which we are going to experiment with on the 
actual counting of these notes. But the fellow that operates the 
electronic counting device might take one out. 

Mr. Sreminski. May I suggest you direct an inquiry on this point 
to Mr. Mitchell, president of Sylvania Electric Co., who has pulled 
Uncle Sam out of some tight jams during the war. He would welcome 
this challenge. I have no devsincta interest in the firm but he is a 
whiz in connection with things such as this. 

Mr. Hotrzcitaw. That will be in the record and we will look into 
it. Mr. Sieminski. 

Mr. Sreminskr. Thank you. 

Mr. Hotrzcitaw. Let me go further, Mr. Chairman. 

Mr. CanrreLp. Yes. 


ACCOUNTABILITY FOR NOTES 


Mr. Horrzciaw. Here is a daily worksheet made out by each 
examiner who processes these notes. The number sequence is recorded 
here, and full and complete information on the individual who handled 
the package is recorded hereon. If you send this note into the Bureau 
20 years from now we can tell you the girl who examined and counted 
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this work. We go back to the individual if a shortage or discrepancy 
were to occur, as they sometimes do, and interrogate her, the Secret 
Service checks also, to insure that to the best of her knowledge she 
wasn’t actually responsible for the shortage. . 

Mr. Passman. That is controlled by the serial numbers of the bills? 

Mr. Ho.rzcitaw. That is correct, sir. Now if this particular girl 
is reported to have had a shortage in some of the notes she had 
processed we wouldn’t necessarily fire her, because we are never sure 
whether the banks comply with all of the regulations having to do with 
the opening of these packages of 4,000 notes and in the counting of 
them. They are supposed to be opened and counted in the presence 
of witnesses and they rarely ever have been when a shortage is reported. 
But we would make a record of the notification of this shortage, and if 
this particular girl has built up a pattern, steps would be taken to 
remove her. 

Mr. Passman. Does the individual counter know you have such a 
procedure? 

Mr. Hourzciaw. Yes; because they are interrogated when shortages 
are reported. 

Mr. Passman. That protects’ them against temptation, then? 

Mr. Hotrzctaw. Yes, sir. In many instances according to the 
records the discrepancies are caused right; in the banks, and the banks 
sometimes find the culprit, so we know we are not always to blame. 
When a discrepancy is reported we always go back to the girl who 
makes out these work sheets. Every one knows, every girl knows 
that is being done. 

Mr. Gary. How many discrepancies do you have? 

Mr. Hourzciaw. Discrepancies, is a hard word to define because 
discrepancies hardly ever are charged to us. Usually it is mishan- 
dling in the banks. Very rarely indeed are we ever responsible for a 
discrepancy, in spite of the fact that we process 2.5 billion notes in the 
course of a year. 

Mr. CANFIELD. These employees—— 

Mr. Gary. Suppose there is one missing? Who would be respon- 
sible for it? 

Mr. Hourzcuiaw. If our records balance and there is no overage or 
shortage at the end of the day, and every sheet and every note in 
process has balanced out, we do not accept responsibility for the short- 
age unless the bank proves that they have complied with all of the 
regulations laid down by the Secretary of the Treasury with respect 
to the opening and counting of these notes in the presence of wit- 
nesses, 

Mr. Gary. If all that is done and you finally assume the blame, 
who loses the money? 

Mr. Hourzciaw. If it is work in process, not completed, doesn’t 
carry the signature, seal, and number, we write it off as so much 
paper because it is not a negotiable security. 

f it is completed currency and we can fix responsibility, the per- 
son — makes restitution and is prosecuted, if theft can be 
roved. 
5: If responsibility is not fixed then we maintain there has been no 
discrepancy. What I mean by that, sir, is that in the vast majority 
of the cases where the banks report a discrepancy they have not 
complied with the rules and regulations pertaining to the opening of 


| 


363 


the packages in the presence of witnesses, so if they do not carry out 
that regulation we have more reason to believe that the discrepancy 
took place in the banks than in the Bureau. 

Mr. Gary. If the girl who fixed up that package and whose name 
is on it made a mistake and she put only 99 in there instead of 100, 
then you would catch that extra dollar at the end of the day. Is that 

ight? 

ae: Hortzciaw. No, sir. We wouldn’t catch it at the end of the 
day. The banks would catch it. It has happened occasionally that a 
bank will report 101 in one package and 99 in the other. That also 
is very rare. But I mentioned a while ago, Mr. Gary, that you have 
torely uponsomebody. If you had a whole chain of girls along the line 
examining and counting the same packages, the last one is the one you 
would have to rely upon. 

Mr. Gary. I am trying to ascertain your policy. Suppose that girl 
did leave out a dollar bill. Would she be called upon to make it up? 

Mr. Hotrzciaw. If she left it out and we could prove she left it 


out? 


Mr. Gary. Yes, through error. 

Mr. Hourzcitaw. Yes, if we could prove it she would be held 
responsible. 

Mr. Canrizxp. She is bonded, is. she not? 

Mr. Hotrzciaw. No, sir. 

Mr. CanrFiEevp, Off the record. 

(Discussion held off the record.) 

Mr. Ho.rzcitaw. I think there is a bill pending pertaining to 
bonding of some Government employees, but none now except certi- 
fying officers in the Bureau are bonded. I think Mr. Hall, myself, 
Mr. Deery, and Mr. Wilson are bonded. There are about 6 or 8 
bonded employees in the Bureau. 

Mr. Canrretp. Off the record. 

(Discussion held off the record.) 


AMOUNT OF MONEY INVOLVED IN THEFT 


Mr. Canriep. If I am not mistaken, Mr. Holtzclaw, there was 
a press report indicating that perhaps this theft was much larger than 
originally reported. I think it was blown up on the radio to quite an 
extent. Would you comment on that? 

Mr. Hourzctaw. Mr. Chairman in replying to a question asked 
me by one or more of the newsmen as to whether or not I was sure 
that there were no other discrepancies either in the vaults of the 
Federal Reserve Board or the vaults of the Treasurer’s Office or in 
the banks themselves, my answer was “‘No”’. I did not amplify on it. 
I understand that I was quoted as having elaborated on the question 
to some extent but I obviously could not have given any other answer 
than “No” since I myself did not count all the work. 

Mr. Canrietp. Today, however, you have no reason at all to believe 
that the theft was larger in any respect? 

Mr. Hourzciaw. I feel reasonably certain that these two packages 
are the only ones that have been misappropriated. 

Mr. Gary. You never have had reason to think there were more 
than that, have you? 

Mr. Houtrzciaw. I never have had reason to believe there have been 
any more, Mr. Gary, but I couldn’t be absolutely certain. 
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JURISDICTION OVER THE GUARD FORCE 


Mr. Canrre.p. Mr. Holtzclaw, when was the guard force trans- 
ferred to your jurisdiction from the Secret Service? 

Mr. Ho.trzctaw. The guard force was transferred from the Secret 
Service to the Bureau on July 1, 1953. 

Mr. Canrievtp. Do you have any reason to believe that the change 
had anything to do with this theft? 

Mr. Hourzciaw. Mr. Chairman, in anticipation of such a question, 
and to be absolutely sure myself, | made a thorough investigation of 
the situation with regard to the guard force, particularly as it stands 
since July 1, 1953. Thateeramaned all of those directly associated with 
the activities of the guard force, and I would like to make this state- 
ment, and this morning before coming up here I talked to Chief 
Baughman and he agreed with me that insofar as his knowledge is 
concerned that this statement is an accurate one. 


Since the transfer of the guard force activity from the jurisdiction of the United - 


States Secret Service to the Bureau of Engraving and Printing, the guard force 
has continued to enforce the same policies, orders, practices, rules and regulations 
which were in effect prior to July 1, 1953. In addition to the guard force being 
administered in the same manner, the pay scale of the employees has been in- 
creased from CPC-—4 to CPC-5, which in our opinion has had the effect of not 
only improving the morale of the employees but in addition has tended to increase 
their efficiency in the performance of their duties. 

The inspector rreviously in charge of the guard force had the dual responsi- 
bility of not only supervising the Bureau guard force but also the guard force at 
the Treasury. Bince the transfer of the guard force to the Bureau his time and 
efforts are restricted entirely to the supervision of the guard force in the Bureau. 


So categorically, Mr. Chairman, there has been no change whatso- 
ever which, in my opinion, could have affected one way or the other 
this loss. 

On July 1, 1953, when the guard force was transferred to the 
Bureau, there were 152 guards involved. Today there are 148, four 
less because of normal attrition, and the vacancies are in the process 
of being filled. 

Mr. Canrietp. Mr. Gary? 

Mr. Gary. No questions. 

Mr. CANFIELD. Mari James? 


REUSE OF END LABELS 


Mr. James. Mr. Holtzclaw, you have stated that the end labels 
were soaked off of the package and dried and then folded and finally 
were pasted on the ends of the dummy package. Is that correct? 

Mr. Hourzcitaw. That is correct, Mr. James. 

Mr. James. Wouldn’t that abuse of the labels have come to some- 
body’s attention rather quickly? Wouldn’t the appearance of those 
two labels stick out like a sore thumb among other fresh labels? 

Mr. Hourzciaw. That is easily explained, Mr. James, and perhaps 
the procedure followed is the wrong one and you. may be sure it will 
be changed. But in the past when a package of wrapped currency 
became mutilated for one reason or another or if the automatic 
wrapping machine did not do a good job of sealing all of the edges, 
or if in the process of handling the package became damaged, it has 
been the custom for the labels to be soaked off by Bureau employees, 
and reapplied to the rewrapped packages. That seldom happens, 


365 


but those labels are serially numbered and it would mean that unless 
that label were soaked off and reapplied we would have to go back 
and set up a press for the sole purpose of reprinting that one label. 
We will do that in the future but it will be costly. 

Mr. James. I wouldn’t feel it would be necessary to do that but it 
seemed to me—of course your explanation puts a different light on it— 
that those two very much abused labels might have flashed on some- 
body’s eye at once. But inasmuch as you have used altered labels in 
the past to avoid the need and cost of setting up to print 1 or 2 labels, 
that might not have caused any serious question in anybody’s mind 
about the 2 packages in question. 

Mr. Hourzcuiaw. As a matter of fact, Mr. James, the date that the 
package is wrapped appears on the end of the label. If the package 
is rewrapped and the label soaked off the original package and official 
reapplied to the new package a new date appears on the label. He 
put on the date December 31. So a casual examination of the exterior 
of the package would have indicated it would be no different from 
those few packages which we occasionally have need to unwrap and 
rewrap. 

Mr. James. That is all I have at this time, Mr. Chairman. 

Mr. Hourzcitaw. May I be given a chance to make one general 
statement before this hearing is over, Mr. Chairman? 

Mr. CanFigep. Yes. 

Mr. Sieminski has a few questions first. 


AMOUNT OF UNRECOVERED MONEY 


Mr. Stemrinski. To your knowledge, what is the amount of money 
outstanding in this theft, money not accounted for? 

Mr. Hotrzctaw. Approximately $32,000. That is my under- 
standing. 
oy Mr. Chairman, I would like to say that I think the 
Bureau of Engraving and Printing has a very excellent record insofar 
as thefts are concerned. This episode which occurred on December 
30 is, of course, a very unfortunate and a very regrettable one. I think 
the United States Government should take every reasonable precau- 
tion to guard the currency and the securities of the United States, but 
I hope that this incident will not bring on a period of hysteria which 
will cause us to spend far more for security than is necessary, and 
thereby cost the United States far more than is justified. 

Mr. James. I would like to associate myself with Mr. Gary in that 
statement he has just made, and I would like to add to that, too, 
that since hearing these gentlemen this morning and since hearing 
the secret service people the other day, it seems to me that they 
have acted as well and as faithfully as they might have been expected 
to act, even in the light of all the years of accumulated knowledge that 
men will always make an attempt to get away with something of this 
kind, some of them, if they feel there is a reasonable chance of their 
being able to do so. 

I do not feel that this committee needs to regard anybody in the 
management end of the Bureau of Engraving and Printing as having 
~—- in the slightest degree derelict in the performance of their proper 

uties. 
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Mr. Hauu. I want to take this opportunity, Mr. Chairman, to 
thank the members of this committee for these remarks. It makes us 
feel good that the committee still has faith in the management of the 
Bureau. 

PUBLICITY 


Mr. Canrietp. Mr. Holtzclaw, you had a further statement you 
wanted to make in this connection at this time? 

Mr. Ho.trzctaw. Yes, Mr. Chairman. I would like to make a 
very general statement. I want to start off by saying that the 
publicity that I have gotten out of this whole transaction was un- 
warranted and some of it was quite painful to me. I have had a 
passion for anonymity all my life. I never wanted publicity of any 
sort favorable or unfavorable. 

Mr. Canrie._p. May I say right there—I should not intrude—but 
I always have thought this to be so, so some of that publicity surprised 
me. Now that I ieee the facts I am quite ready to state that in 
many respects you were accorded a bad press. 

Mr. Hourzctaw. Thank you, Mr. Chairman. I would like to go on 
and say something about my feelings with respect to this publicity. 
I have been very proud of my own individual accomplishments in the 
Bureau, and I am sure Mr. Hall is proud of his accomplishments. I 
have played a major role in our technological program and a major 
role in improvement of management and labor relationships. My 
reward always has been a little glow of satisfaction inside of me in 
knowing that in spite of what anyone else thought to the contrary 
that I had done a good job. 

If you would be so kind as to do so I would like permission to insert 
this statement in the record and show what has been accomplished 
within the last few years. It would be quite helpful in showing that 
we have made a pretty good record and unfortunately it has been 
blemished, I am afraid, in an irreparable manner by this loss. 

I also would like to say that no responsibility, of course, attaches to 
anyone of the members of this committee because of this theft. You 
have been extremely helpful in making constructive criticisms of our 
operations and giving us aid and guidance when it was sorely needed. 
It has been a real and genuine pleasure to have appeared before you 
gentlemen. Thank you, sir. 


SAVINGS FROM TECHNICAL DEVELOPMENTS 


Mr. CanrieLp. Without objection, Mr. Holtzclaw, that statement 
will be inserted in the record at this point. 
(The statement referred to is as follows:) 
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Tabulation of savings resulting from technical developments in the Bureau of 
Engraving and Printing , 


The following tabulation is based on an 8-hour work day and an annual pro- 
duction requirement for currency of 2,220,000,000 notes (185,000,000 sheets, 
12-subject). 


Num.- |Correspond- 


Item Type of personnel ber of | ing annual 


A. 1 programs (February 1949 to September 
1951): 


Installation of semiautomatic feedboards | Plate | 
and on flatbed printing presses. Printers’ assistants. 272 | $1, 600, 000 

Nonoffset green ink for printing currency | Examiners, tissue separators, 300 963, 000 
“backs.”’ distributors, etc. 

Automatic takeoff and delivery devices for | Printers’ assistants_.........-- 230 695, 000 
currency ‘‘backs.” 

B. Current programs (April 1952 to April 1954): 

Printing currency 18 subjects to a sheet in- | Printers’ assistants, ete....___- 718 2, 201, 086 
stead of 12 with employment of automatic | Plate printers and apprentices. 141 1, 069, 448 
feeders, nonoffset black ink, and automa- | Tissue separators_............- 90 247, 970 
tic takeoff and delivery devices. Operatives, ete...............-. 90 317, 460 

Examiners, etc..........--...- 323 1, 205, 334 

Printing of United States savings bonds | Printers’ assistants.........-_. 20 65, 520 


with nonoffset ink and employment of 
automatic takeoff and delivery devices. 


Mr. Sreminskr. Off the record. 

(Discussion held off the record.) 

Mr. Canrie.tp. Mr. Holtzclaw, I think it is generally agreed that 
out of this unfortunate experience only good will result. The com- 
mittee understands a most intensive and thorough review is now being 
made of protective measures at the Bureau. In fact, this review has 
been underway for some time. I believe it is a part of your testimony 
today that you are certain that a new program can and will be 
developed that will certainly tend to minimize incidents of this kind 
in the future. 

Mr. Ho.rzciaw. Yes, sir; that is true. 


DECREASES IN WORKLOAD 


Mr. CanFieL_p. Now, Mr. Hall, it is indicated that there will be a 
substantial decrease in the work program for the fiscal year 1955. Will 
that affect the unit cost of the work to be performed? 

Mr. Hau. The unit cost is coming down, Mr. Chairman. For 
1954, however, it is not as low as we anticipated because of excessive 
spoilage and of our transition from 12 subjects to 18 subjects; however, 
in looking forward for several years we anticipate lower costs. 

Mr. CanFieLp. Why is it that you have these extraordinary savings 
indicated in the fiscal year 1954 and a much lesser amount for the fiscal 
year 1955? 

Mr. Hau. That is building up to the $5 million savings that will 
accrue each year as the resuli of these improvements. 


REDUCTION IN PERSONNEL 


Mr. CanFiEeLp. Now, you indicate a reduction in personnel require- 
ments of more than 1,300 positions, 70 of which will be apprentice 
plate printers. 

42490—54 
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Will you give us a list of the positions that will be affected and the 
numbers involved in each class of positions? 
Mr. Hauu. We will have to work that up. We do not have the 


figures. 


Mr. Hotrzctaw. We will be glad to put a statement in the record, 
(The information requested is as follows:) 


Statement showing the estimated recurring annual savings as a result of the current 
modernization program in the Bureau of Engraving and Printing (April 1952- 


April 1954) 
Estimated annual savings 
Number of 
umber 
positions Amount 
Plate Printing Division: 
Wetting Section: 
Wetting machine operator. Level-3........... -1 —3, 090 
Flatbed Printing Section: 
Plate printers and apprentices 141 1, 069, 448 
Plate printers’ assistants_---.-. 720 2, 204, 677 
861 3, 274, 125 
Examining Division: 
Wet Counting and Drying Section: 
Spreader (wet plate printings). ..........-.-..-- Level-3.........-- 7 24, 095 
Counter (wet plate printing)._.................- Level-2........... 2 5, 679 
Tissue Separating Section: Tissue 90 247,970 
Back and Face Examining Section: Examiner a -1 —3, 319 
(plate printings). 
Sizing and Hydraulic Pressing Section: 

Sizing machine operator... 4 15, 284 

Receiver (sizing machine) _.....................- Level-2. ........-- 7 23, 532 

Counter (sized securities). 23, 532 

Hydraulic pressing machine operator. -3 —10, 085 

Trimming Section: 

Trimmer-trimmer 69 244, 922 
ssorter (trimmed plate printings) —2 —6, 180 

Surface Printing Division: 
Flatbed Printing Section and Currency Overprint- 
ing Section: 

Pressmen__ 20 129, 393 

Bookbinde: —12 —64, 644 

Examiner___. 350 1, 247, 323 

Assembler-checker- —37 —113, 900 

UNITED STATES SAVINGS BONDS 
Plate Printing Division: Flatbed Printing Section: 


Norte: Of the total of 1,362 positions reflected above, 1,004 had been declared surplus as of Dec. 31, 1953; 


the balance or 358 positions will be declared surplus by June 30, 1954. 


above by a minus (—) sign) for certain ty 


The increases in personne] ( indicated 
ositions affected by the modernization program resulted 


of 
primarily from the necessity of reducing t daily work task of certain classes of employees handling the 
arger sheets of currency in order to insure maintaining the high quality of the work through the various 


processing operations. 
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DISCONTINUANCE OF PLATE-PRINTER PROGRAM 


Mr. CanFietp. When was your plate-printer apprentice program 


discontinued? 

Mr. Hat. July 10, 1953. 

Mr. CanrFietp. What effect has this had on the morale of your 
employees? 

Mr. Hau. Well, of course, the apprentices are making an attempt 
to have us reinstate them. They have filed a complaint with the 
Fair Employment Board. Also, they have filed suit in court. 


COST OF CONVERSION PROGRAM 


Mr. CanrFieLp. How much has the conversion program cost since 
the enactment of Public Law 656? 

Mr. Hotrzctaw. You understand these savings are annual recur- 
ring so that the initial expenditure will be capitalized and depreciated 
over a period of time. 

Mr. Canrige.p. That is important to point out. 

Mr. Derry. We have expended or will expend by the time the 
program is complete, approximately $3,830,000 for new equipment. 


STOCKPILE OF RAW MATERIALS 


Mr. CanFieLp. Mr. Hall, how much of a stockpile of raw materials 


do you keep on hand—1 month, 2 months, or 6 months? 
Mr. Hau. That varies. I imagine it is in the neighborhood, in 
some instances 3 months, and on blank paper it is not more than 


3 weeks. 


REIMBURSABLE SERVICES 


Mr. CanrFietp. Do you receive any services from other agencies 
of Government? 

Mr. Hau. Well, we have the Bureau of Standards on special 
assi ents from time to time. Also, Public Health. 

r. Hotrazctaw. Also the Government Printing Office and the 
Public Buildings Administration, on a reimbursable basis. 

Mr. Canrietp. What about the audit function that was trans- 
ferred from the Bureau of Public Debt? 

Mr. Hau. That was taken over by the Bureau in this fiscal year 
by authority of the Secretary of the Treasury, under Reorganization 
Plan No. 26. We took over five employees from the Division of 
Public Debt and Accounts and that has added $35,000 addition to 
our operating costs. 

Mr. CanrieLp. What transfers are made to the Secret Service? 

Mr. Hatt. None. 

Mr. CanFieLp. Were there not two employees? 

Mr. Hauu. Those two employees were not on our payroll. They 
were detailed to the Bureau, and returned to the Secret Service. They 
were on the Secret Service payroll. 

Mr. Hourzctaw. May I make a statement about the internal audit? 

As Mr. Hall said, 5 people were transferred over to us from the 
Bureau of the Public Debt, and now we have approximately 11 men 
engaged in the internal inventory audit function. All told, there are 
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approximately 80 employees engaged in the various aspects of the 
Bureau’s internal audit program. 

The man who is heading up that internal audit, is responsible for 
reviewing every function to determine compliance with every rule 
and regulation of the Bureau, has in addition been appointed top 
control and security officer, and henceforth it will be his responsibility 
to promulgate security measures of a type that will forstall any further 
irregularities. 

r. CANFIELD. Who is he? 

Mr. Hotrzcitaw. Mr. G. V. Bell. He has been complimented very 
highly by our friend, Colonel Johnson, and by the Bureau of the 
Budget for having done a very good job. Am I quoting you cor- 
rectly, Colonel Johnson? 

Mr. Jounson. He is in charge of the internal audit program of the 
Bureau and works closely with the General Accounting Office, who do 
the external audit of the Bureau. I understand that the General 
Accounting Office auditors have been very complimentary of his work 
with the Bureau. 


BIOGRAPHY OF GARLAND V. BELL, SECURITY OFFICER 


Mr. Canrievp. I think, Colonel Johnson, it might be well for the 
Treasury to have inserted at this point in the record a brief summary 
of Mr. Bell’s background. We do know of him in a favorable way, 
but inasmuch as he is to be the new top security officer, some of our 
colleagues might want to know more about him. Will you be good 
enough to do that? 

Mr. Jounson. I will be glad to do that. 

(The information requested is as follows:) 


GaRLAND V. BELL 


Garland V. Bell was born in Washington, D. C., on July 5, 1910. Mr. Bell 
attended public and high schools in Washington, D. C. He received his Master 
of Commercial Science Degree in accounting from Benjamin Franklin University 
in 1934. He also attended law school at Southeastern University and took 
graduate courses in business administration at American and Columbia Uni- 
versities. 

The following are among the various organizations with which Mr. Bell has 
been associated: Area management officer, United States Department of Agricul- 
ture, New York, N. Y.; auditor-investigator, Farm Credit Administration and 
Federal Deposit Insurance Corporation; and member of the staff of James A. 
Councilor & Co., certified public accountants. 

Mr. Bell is a member of the Federal Government Accountants Association and 
the American Legion. During World War II he served with the combat engineers 
in Europe and the Pacific. 

Since May 14, 1951, Mr. Bell has been the internal auditor for the Bureau of 
Engraving and Printing with responsibility for planning, developing, installing, 
directing, and administering the entire audit program. In carrying out these 
duties he assures management, by an independent review of Bureau operations, 
that all provisions of law are being complied with, that established policies and 
instructions are being effectively carried out and that accounting, budgeting and 
other operations are conducted efficiently under proper and effective procedures 
and controls. In this connection, he works closely with representatives of the 
Division of Audits of the General Accounting Office who are responsible for con- 
ducting, on an annual basis, an audit of the activities of the Bureau of Engraving 
and Printing and submitting a report of their findings to the President, the Con- 
gress, and the Secretary of the Treasury. 

Pursuant to the issuance of Executive Order 10450 and Treasury Department 
Order No. 82, Mr. Bell was processed and cleared by the United States Secret 
Service and Personnel Security Officer on December 11, 1953, to occupy a sensi- 
tive position entailing access to top-secret security information. 
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Since it is inherent in the position of internal auditor to assure management 
that adequate protection is provided for the efficient internal control of billions of 
dollars’ worth of securities, currency, other products, property, and other assets 
under the control of the Bureau, it was administratively determined that the 
security program of the Bureau could best be served and coordinated b acing 


y pl 
full responsibility for all security matters under the direction of Mr. Bell. He was 


therefore appointed top secret control and security officer of the Bureau of En- 
graving and Printing on January 15, 1954. 


QUANTITY OF INK REQUIRED 


Mr. Canrieip. How much ink is required in the operation of the 
Bureau? 

Mr. Hauu. Approximately 5 million pounds a year. 

Mr. CanFietp. Do you manufacture a portion of the ink? 

Mr. Hauu. We make all of our own ink, with the few exceptions 
of special ink. 


OFFSET PRINTING VERSUS PLATE PRINTING 


Mr. Jamus. Mr. Holtzclaw: With reference to the proposal of the 
Treasury Department to start printing United States savings bonds 
by the offset process, rather than plate printing about which I suppose 
that you have been informed. 

In looking at your statement showing costs by activities—I notice, 
and I have not finished my investigation of these figures—there is a 
reduction of $596,559 for printing the United States savings bonds in 
1955 over 1954. Does that reduction in cost reflect your purpose to 
print them by offset rather than plate printing? 

Mr. Hourzciaw. I do not believe that hese figures have been 
furnished to the committee. 

Mr. Dusry. Yes, they have. 

Mr. James. These figures do reflect a change in the method of 
printing then? 

Mr. Hourzctaw. There is a difference of about $665,000. 

Mr. James. As far as you know, up to this time, that will be the 
plan of the Treasury Department? 

Mr. Hoturzcutaw. That is correct, although the matter is still 
under study. Every phase and every problem associated with the 
transition from one process to another is being thoroughly studied. 

Mr. James. As a matter of fact, it was explained to us here that 
because of some communications that had been sent out, warnin 
that the change would invite a lot of counterfeiting of the bonds an 
so forth, there was some question in the minds of those responsible 
for the final decision as to whether the psychological effect of such 
propaganda might be bad, and so result in people hestitating to buy 
savings bonds because they might fear an outbreak of counterfeiting. 
You, of course, will have no voice in the final decision, but will do 
what they decide in the end they want done. 

Is your offset department equipped to do fine offset work? 

Mr. Hourzcitaw. As good as anywhere in the country. 

Mr. James. Fine. I am staying right with my previous state- 
ments that excellence in printing the bonds lies mainly the prepara- 
tory work and not in the method by which the design is transferred 
to the paper. It would be just as difficult to counterfeit good offset 
work as it would be to counterfeit good steel-plate work. The ex- 
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cellence of paper currency, as I have said in other hearings, resides 
not in the method by which it is printed, but in the preparatory work. 
If it was not for the very wonderful preparation of design and the 
excellent work done in your engraving department—and I believe 
you will agree—our currency would be far more susceptible to counter- 
feiting. The excellence of the preparatory work done for the offset 
department will just as effectively safeguard against successful 
counterfeiting. 

Will you state your opinion as to the reliability which one process 
as against the other may be expected to satisfactorily furnish an end 
product that will be just as safe as possible from the standpoint of 
public acceptance, or any attempt at successful counterfeiting? 

Mr. Hourzctaw. Specifically, to answer Mr. James’ question, 
printed impressions produced by the offset process of printing, and 
printed impressions produced by the steel engraved method, to the 
eyes of the layman are indistinguishable, and indeed I can say the 
same for myself. 

Mr. Gary. As I understand it, there is not supposed to be any 
change whatever in the paper used in the two types of processes? 

Mr. Hotrzciaw. That is correct, sir. 

Mr. James. In your operations at the Bureau, have you done any- 
thing with the dry offset method? 

Mr. Hourzctaw. Mr. James, for many, many years we have done 
a tremendous amount of work by the dry offset method from high- 
etched plates. It may be of interest to know that we produce over 
22 billion cigarette stamps in the course of a year, and those stamps 
are produced by the high-etched method, sad I submit to you that 
this is a very good job (passing a pack of cigarettes to Mr. James). 

It has been suggested that people interested in offset printing have 
advocated this changeover. I can assure you that is not so. Indeed, 
they might even have a selfish motive in not wanting to advocate it. 
Strange as it may seem, by transferring the printing of savings bonds 

‘from the intaglio process if that is ve Neel ter decided on, to the 
offset method of printing, will bring about the need for fewer pressmen. 

To explain, we produce savings bonds today by printing the tints 
by offset printing in 16 subjects. If we were to produce the entire 
bond by the offset process we would produce them in 24 subjects, 
and in addition we now number bonds typographically, eight subjects 
to the sheet. Under the new method, if it is adopted, we will number 
12 bonds to the sheet. So you can see both the typographic and the 
offset pressmen will lose in that process, and they certainly have not 
advocated it. 

Mr. James. Our interest here in the committee is naturally that 
$600,000 that would be saved. 

Mr. Hourzciaw. Of course, sir. 

Mr. James. There is no rhyme nor reason for not saving that money 
because of some false notion that the bonds as delivered will not be as 
fine a piece of work as our steel plate work. 

Mr. Hotrzctaw. Mr. James, as you know, we produce various 
types of instruments for approximately 90 goverhmental agencies on 
a completely reimbursable basis. We are told by them how they 
want the securities or documents produced. We produce them in 
accordance with written orders that we receive from such agencies. 
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If they ask for our technical aid and advice and counsel, we give it 
to them, but not unsolicited. 

Mr. James. May | ask you whether they have asked for your expert 
opinion on the matter of printing savings bonds? 

Mr. Hourzctaw. On occasion they have. 

Mr. James. In relation to this present proposal of printing the 
savings bonds by offset, have they asked for your opinion? 

Mr. Hourzctaw. They have asked for our opinion, and we have 
replied that we can produce them by the offset method in a perfectly 
good manner. There are other decisions that are more impelling than 
the technical ones which, of necessity, have to be settled at top level. 

Mr. James. I think that one of the things that your testimony has 
brought out is the assurance that any technical expert will agree that 
they will give just as good an instrument and just as free from any 
successful counterfeiting as they have had in the past, if they print 
them by offset. 

Mr. Hourzciaw. I do not consider myself qualified to discuss the 
counterfeiting aspect. 

Mr. James. None of us can, but we know what trouble we would 
have in trying to counterfeit it, do we not? 

Mr. Hourzciaw. Yes, sir. 

Mr. James. We know that we would be foolish to try to counterfeit 
it. 

Mr. Hourzciaw. Yes, sir. 

Mr. James. That is the thing that should be said to the Treasury 
people. Iam sure that a $600,000 saving is important enough to the 
taxpayers of the United States, to see to it that propaganda statements 
cooked up, to serve limited interests, and which have no relation to 
the facts, are given no weight in the final decision, and that the deci- 
sion will be in favor of going to offset and saving a lot of money. A 
further safeguard against counterfeiting is the fact that every one of 
the bonds is numbered and registered and sold only by authorized 
distributors and can only be cashed by the person whose name appears 
on the bond. There is no reason in the world why any buyer’s mind 
should be disturbed because it is printed by offset. 

Mr. Hourzcitaw. You may be sure whatever method they are pro- 
duced by we will endeavor to maintain the highest quality standards. 

Mr. James. I am sure of that. I think that they will decide in 
favor of savings of $600,000 or more. 

Mr. Sreminskt. | imagine a possible difficulty in this offset printing 
comes from the word “off,” a negative word like castoff. Perhaps 
the professional printers in time will change the word. When the 
release was made, it said that bonds would be printed by the offset 
eran Match that with castoff—sounds like something second 

est. 

I regret that you did not have here today a sample of a bond that 
might have illustrated the situation so the committee could have a 
layman’s reaction to it. 

I am sure that what Mr. James has said and what you have said 
are accurate from a technical point of view. The element of psy- 
chology comes in simply from the layman’s point of view—he feels 
something. Will the feel be there? Secondly, what of the eye 
appeal? 
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The American dollar and American negotiables and valued docu- 
ments, most prized, have always been first class; not the slightest 
implication ever crept in that they were second best—no “‘off’’ impli- 
cation. Presumably, the second best implications, inherent in the 
word “offset,’’ technical truth notwithstanding, are what disturbed 
observers in the Treasury’s announcement. 

Whereas in the word “engraving,” with silver, and silversmiths, with 
skills, you bring into play a sense of quality and values not inherent 
in the word “offset,” any more than quality is inherent with “silk 
screen” as against lithographed posters. Sizzle sells the steak. 
ont to the ear doesn’t have the sizzle, it seems to me, that engraving 


I think you might win out, but if you are looking for a reason why 
the opposition is there, I think I have told you. 

(Discussion off the record.) 

Mr. Sremrnskt. People believe what they want to believe. 

Mr. James. Offset is not so well known generally by the public. 
Very few people in the United States will ever hear of or be interested 
in the process of printing used in connection with the sale of bonds. 

Mr. Steminskrt. You may be right. I have stated a reaction 
that is probably at the root of the opposition. The technically 
perfect does not always win out in a deal like this, the $650,000 
reported savings is a sizable sum. But when you compare that with 
an implied watered-down approach, there you go. 

Mr. Hotrzctaw. Not being a psychologist I don’t know how the 
ublic will react to it. The word “offset” is descriptive of the process. 
t means that the ink which is applied to the printing plate is trans- 

ferred or offset to a rubber blanket. That same ink which constitutes 
the image is again offset onto the paper itself to form the printed 
impression so it is descriptive of the process, and if it is misconstrued 
as a watered-down process of printing it is up to someone to carry on 
an educational campaign. 

Mr. Steminskt. I am sure you will do that. I used to buy adver- 
tising and sales-promotional aids to the tune of over $100,000 a year, 
in a relatively competitive business. That’s not much, of course. 
But when I wanted a job done back in 1937-38 offset didn’t have the 
quality, nor could it touch, in eye appeal, an engraved job. That 
was true in the immediate printing markets of New Jersey and New 
York; offset jobs could not match engraved jobs, whether on station- 
ery, inserts, or direct mail. You could always tell the difference in 
quality. I am not giving you something which has not had an impact 
on other men’s minds as well as my own. 

Off the record. 

(Discussion held off the record.) 

Mr. Hourzcitaw. Let me agree with you 100 percent, Mr. Siemin- 
ski. There is nothing on ach that will substitute for steel-engraved 
printing produced by the steel-intaglio process. That is the finest 
printing on earth today. That is the reason we use that process for 

roducing United States currency and Federal Reserve notes, because 
it is the best. 

Mr. Sremrnskt. I desire to the last to keep whatever gives America 
its sizzle in terms of illusion which to some is important in life. The 
raw and real have a place too. But here? These illusions of ours 
are gradually slipping away. It is the age we go through. Every- 
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thing is being challenged, put on a cash block. We say “Our way is 
better because human values override dialectic materialism.” ‘We 
should be sure that if this change happens that you do not take the 
illusion out of one of the finest concepts in America, defense bonds. 
They have feel and eye appeal and inherent value. No more measur- 
able than is the comfort religion gives Christians and sensitive souls 
the world around. 

Mr. James. I want you to yield at that point so that I can say 
something to Mr. Holtzclaw. 

Mr. Sure. 

Mr. James. Your last statement unquestionably can stand abso- 
lutely in anybody’s opinion. Here it has not been a case of which is 
the finest method of printing in the world. It has been a question 
of whether or not another fine method of printing was any more 
susceptible to counterfeiting than steel plate printing. 

Mr. Sreminski. Do | understand we have not been using in our 
bonds this very finest method? 

Mr. Hourzcitaw. We have been using the same method for pro- 
ducing United States savings bonds that we used for producing United 
States currency and Federal Reserve notes. 

Mr. Sreminski. Would you today recommend the use of offset 
for the printing of our currency? 

Mr. James. No. Nobody would. 

Mr. Streminski. Just a minute. I am getting to the illusion. 

Mr. James. Don’t get me down as being in favor of printing United 
States currency in offset. 

Mr. Sremrnskt. Would you favor printing of United States cur- 
rency by offset? 

r. Hotrzcuaw. I definitely would not. 

Mr. Sreminskt. Why wouldn’t you, sir? 

Mr. Hotrzctaw. Because of the risk of its being counterfeited 
indiscriminately. 

(Discussion held off the record.) 

Mr. Steminski. I was wondering where the emotional versus the 
logical conflict in this situation rests. 

Mr. James. All right. I will answer that. The emotional values 
in buying a savings bond printed in the offset process resides in the 
fact that that piece of paper when you salt it away is registered in 
your name by the United States in the records of the Treasury De- 
partment. If you should lose that paper, if it should be burned, you 
do not need to worry for 10 minutes. You will get a new bond be- 
cause the United States Government has your name in its files. It has 
your name alongside of the number of that bond destroyed or burned 
or stolen. So you have something of infinitely more sentimental value 
than though you put the same amount of steel plate printed currency 
of the United States in your safe deposit box. 

Mr. Hourzcitaw. You don’t even need the number. 

Mr. James. That is right. They record your purchase numerically 
and alphabetically. 

Mr. Sremtnsktr. I suppose the reason I reacted as I did in this dis- 
cussion, purely from the lay angle as against your very, very impres- 
sive technical and security protection angle, was that in my mind was 
associated the appearance of the Defense bond in a manner similar 
to our currency. If that bond in World War II had been issued not 
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to resemble banknotes, then I would not, I suppose, have that reac- 
tion. Maybe the source of the reaction of others, as well, stems from 
the realization, that a vestige of America’s strength is under assault. 
The country today in the world without sound currency is a country 
in need indeed. Illusion adds to soundness, does it not? 


CURRENCY RESERVE 


A last question: Sir, suppose some big jet bomber should crash your 
establishment. You have now had an accident by theft. You can 
have one by fire or by some act of nature or by another act of man. 
Are there sufficient reserves of currency available elsewhere in standby 
production lines to allow the economy of America to continue? 

Mr. Hauu. We do not know what stock is available. The banks 
have built up some during the last 2 or 3 years. How long it would 
— through an emergency | could not say. 

* Mr. Sreminsxi. Off the record. 

(Discussion held off the record.) 


PLANS IN EVENT OF WAR 


Mr. Sreminski. Sir, in the event of a national emergency do you 
have plans, alternate plans for operation should you suffer an atomic 
attack, or attack by an enemy which would destroy your facilities? 

Mr. Hourzcitaw. Mr. Sieminski, I cannot answer your question 
specifically as to the adequacy. I do know, however, that a com- 
mittee comprised of representatives of the Federal Reserve Board, the 
Office of the Comptroller of the Currency, and the Federal Deposit 
Insurance Corporation, was appointed at the request of the National 
Security Resources Board about 2 years ago to consider programs to 
facilitate the continued transaction or the resumption of normal 
banking operations in the event of enemy attack, including an attack 
by atomic bombs upon this country. I also know that the provision 
of emergency supply of currency was part of the work of that group 
and that the work is being continued under the Office of Defense 
Mobilization. 

Mr. Vurse.u. Getting back to the money business and the danger 
of its being counterfeited, I still stand in agreement with Mr. James. 
First, anything that we manufacture of value, of such great value as 
bonds or currency, will lend itself to counterfeiting for personal gain. 
We have to accept that as a pretty well-determined fact, even in a 
country such as ours. 

Secondly, I am of the opinion that if a Gallup poll were taken as to 
how many people recognized any possible difference between intaglio 
or offset printing, or further than that if you take a poll of people that 
ever heard either of the names used, you would find there would be 
very few people who ever heard of either one of those terms. 

ow getting to the public acceptance of changing this printing, if 
it was decided a change should be made, I should like to suggest that 
bonds are now selling much faster than they are being turned in by 
the public. I think that when the United States 

r. CANFIELD. Bonds now are being purchased faster, you mean? 
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Mr. Vursett. Yes. Bonds are now being purchased faster than 
they are being redeemed. It runs all through the gamut of bonds as 
I read the statistics. 

I think that any currency or any bonds that the United States 
Federal Government puts out to its people will be accepted 99% 
percent without the thought of an objection because of the confidence 
they have in our Government. 

1 believe in progress and I think this is progressing in the right 
direction, because I understand you can print them more rapidly, you 
can effect a saving, with the result that probably you can save $650,000 
a year, and who would know or who would care what the name of the 
process is, because we must admit that it has practically the same 
value and practically the same safety so far as the bonds are con- 
cerned because these bonds have to have the owner and purchaser 
verified. So I think that I would like to see very serious consideration 
given, or go farther than that and say approval be given, to the offset 
printing because I think it represents progress, I think it represents 
safety of the bonds, and in addition to that it will be a considerable 
saving to our Government. 

That is all I have to say, Mr. Chairman. 

Mr. Canrrevp. Mr. Hall and Mr. Holtzclaw, you have presented 
to this committee this afternoon what I believe most sincerely to be a 
very good and very impressive statement concerning the operations of 
the Bureau of Engraving and Printing. The statement shows a sub- 
stantial profit. Part of these moneys have gone into the building up 
of the capital fund and part of it to the general fund of the Treasury 
Department. You show real progress in your modernization pro- 
gram. Iam sure this report is very pleasing to all of the members of 
this committee. 

Mr. Hau. Thank you, Mr. Chairman. 

Mr. Hourzctaw. Mr. Chairman, I am personally very, very grate- 
ful for the opportunity to give a full explanattion of all of the details 
surrounding this loss, particularly with respect to the very embar- 
rassing position I have been placed in. You have been most fair in 
giving me that opportunity. 

Thank you, sir. 

Mr. CanrFieL_p. The committee stands adjourned until 9:30 Tues- 
day morning when representatives of Customs will put in their ap- 
pearance. 


n 
i 
y 4 


378 
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BUREAU OF CUSTOMS 


DAVID B. STRUBINGER, ACTING COMMISSIONER 


CHESTER A. EMERICK, DEPUTY COMMISSIONER, DIVISION OF 


INVESTIGATIONS 


LAWTON M. KING, DEPUTY COMMISSIONER, DIVISION OF MAN- 


AGEMENT AND CONTROLS 
WILLIAM E. HIGMAN, CHIEF, 
ENTRY AND VALUE 


FRANK B. GATCHELL, Jr.. BUDGET OFFICER 


SALARIES AND EXPENSES 


Amounts available for obligation 


DIVISION OF CLASSIFICATION, 


1953 actual | 1954 estimate | 1955 estimate 

or estimate... $41,000,000 | $40, 500, 000 $40, 000, 000 
bursements from non-Federal sources.......------------- 6, 208, 859 6, 080, 000 6, 095, 000 
Reimbursements from other accounts..................-.-...- 219, 950 240, 240, 000 
Total available for obligation _..-...............-..-.--- 47, 428, 809 46, 820, 000 46, 335, 000 
Unobligated balance, estimated 
47, 194, 926 46, 820, 000 46, 335, 000 


Nore.—Reimbursements from non-Federal sources above are funds received for customs services pur- 


suant to the Tariff Act of 1930, as amended, 


Obligations by activities 
Description 1953 actual | 1954 estimate | 1955 estimate 
Direct Obligations 
1. Assessment and collection of duties, taxes, and fees_-_._-..-- $30, 793, 514 | $30, 474,000 $30, 325, 700 
2. Appraisal of imported merchandise 4, 887, 095 4, 924, 200 4, 919, 800 
3. Investigations of violations of customs and related laws and 
tke enninas.cedeietheaciniiunaiwedeuiuaesnigine 1, 914, 751 1, 906, 700 1, 898, 300 
4. Audit of collection and merchandise accounts....---.---. -- 1, 178, 738 1, 165, 600 851,000 
5. —— and identification of merchandise for tariff pur- 
6. 1, 297, 456 1, 319, 600 1, 301, 200 
Total direct obligations 40, 766, 117 40, 500, 000 40, 000, 000 
Obligations Payable Out of Reimbursements 
Reimbursements from non-Federal sources: 
1. Assessment and collection of duties, taxes, and fees____- 6, 133, 354 6, 002, 000 6, 017, 000 
2. Appraisal of imported mere 72,914 75, 75, 
3. Investigations of \ peace of customs and related laws 
5. Analysis and identification of merchandise for tariff 
Total obligations payable out of reimbursements 
from non-Federal sources -_..............-.-.---- 6, 208, 859 6, 080, 000 6, 095, 000 
from other accounts: 
. Assessment and collection of duties, taxes, and fees____- 212, 385 232, 500 232, 500 
5: Analysis and identification of merchandise for tariff 
Total me payable out of reimbursements 
ee eae 219, 950 240, 000 240, 000 
Total obligations payable out of reimbursements. -- 6, 428, 809 6, 320, 000 6, 335, 000 
47, 194, 926 46, 820, 000 46, 335, 000 
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Obligations by objects 


Object classification 1953 actual 


1954 estimate | 1955 estimate 


Summary of Personal Services 


Total number of permanent positions___.....................- 8, 235 


Full-time equivalent of all other positions___ 
Average number of all employees---_..........-.-...------..-. 


Average salaries and grades: 


General schedule grades: 
$4, 955 


Crafts, protective, and custodial emdes: 


Personal service obligations: 


$38, 071, 484 
Regular pay in excess of 52-week * 145, 190 
Payment above basic rates____._.....- Wate 6, 126, 381 


, 694, 900 $37, 452, 400 
439, 000 389, 
145, 400 144, 500 

6, 188, 000 6, 148, 000 


Total personal service obligations---...........-.....--- 44, 756, 071 


Direct Obligations 


03 Transportation of things. ___- 437, 672 
04 Communication services. 319, 568 
05 Rents and utility services....___. ani 153, 211 
06 Printing and reproduction 204, 136 
07 Other contractual services 243, 034 
08 Supplies and 374, 595 
09 222. 095 
10 Lands and structures. 15, 000 
13 Refunds, awards, and 67, 879 
15 Taxes and assessments.................................... , 286 


38, 267, 300 37, 918, 900 
265, 000 240, 000 
430, 000 400, 000 
418, 700 432, 

80; 000 74, 300 
175, 000 150, 000 
220, 000 200, 000 
360; 000 350, 000 
200, 000 150, 000 

80, 000 80, 000 

25, 000 25, 000 


40, 766, 117 


03 Transportation of 

04 Communication services. 1, 685 
05 Rents and utility services._......___- 

06 Printing and reproduction 41, 150 
07 Other contractual services 8, 418 
08 Supplies and materials.__.___._.._____- 11, 128 
24, 494 


6, 200, 000 6, 215, 000 
30, 000 30, 000 
1,000 1,000 

1, 500 1, 500 
500 500 

40, 000 40, 000 
7,000 7,000 

10, 000 10, 000 
30, 000 30, 000 


Total obligations payable out of reimbursements________ 


47, 194, 926 


tures 


1953 actual 


Unliquidated obligations, start $2, 993, 179 
A ent in obligations of prior years_--................__. 37, 387 
Obi ions incurred during the year..__.....-.-.-.-.......-.- 47, 194, 926 


50, 225, 492 

Obligated ba carried to certified claims account. 6, 530 
Unliquidated obligations, end of year_...............-.._. 


Expenditures are distributed as follows: 
Out of current authorizations--.................-.---.--.. 37, 518, 264 


8, 020 7, 967 
143 150 129 
| 8, 218 7, 946 7,872 
$5, 082 $5, 180 
GS-7.7 GS-7.7 
$3, 524 $3, 629 $3, 667 
| 
| i 
Subtotal... 40,786,952 | 40,521,000} 40,021, 000 
Deduct charges for quarters and subsistence furnished_______- 20, 835 21,000 21, 000 
Total direct obligations 40, 500, 000 40, 000, 000 
Obligations Payable Out of Reimbursements 
6,428,809 |  6,320,000| 6, 335, 000 
45,520,000 | 40, 35, 000 
Analysis of eependii 
| EE Ss«1954 estimate | 1955 estimate 
$3, 307, 546 $1, 545, 000 
46, 820,000 | 46, 335, 000 
50, 127, 546 47, 880, 000 
6, 320, 000 6, 335, 000 
2, 500 2, 500 
|__1,545, 000 1, 675, 000 
40, 482, 607 | 42, 260,046 | 39, 867, 500 
3, 230, 046 1, 467, 500 
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Mr. Canrie_p. The committee will now come to order. 

We have before us witnesses from the Bureau of Customs. The 
first witness is the Acting Commissioner, Mr. David B. Strubinger. 
Mr. Strubinger, do you have a general statement to make at this time? 

Mr. Srrusincer. Yes; 1 do, Mr. Chairman. 

Mr. Canrietp. Will you be good enough to proceed. 


GENERAL STATEMENT 


Mr. Srrupincer. Mr. Chairman and members of the committee, 
we are appearing before you today to present the appropriation esti- 
mate of the Bureau of Customs for fiscal year 1955. Before going into 
the estimate itself, I would like to refer briefly to the significant 
developments which have occurred since last we appeared before this 
committee; to the current volumes of customs workload; and to the 
problems which we face now and for fiscal year 1955. 


CUSTOMS SIMPLIFICATION ACT 


Of major significance to the Customs Service was the passage, 
early in August, of the Customs Simplification Act of 1953. The 
provisions of this act became effective on September 7, 1953, 30 days 
after its approval by the President. Many of the simplifications in 
procedures were placed into effect immediately. Others require care- 
ful planning, and in some cases testing, before the benefits of the new 
authorities can be fully realized. Many unnecessary hindrances to 
foreign trade, such as the special marking provisions which were in 
effect prior to the passage of the Simplification Act, and many harass- 
ing procedures, such as the requirement that special penalty duties be 
assessed when the appraised value of imported merchandise was found 
to be in excess of the entered value, have been eliminated, thus expedit- 
ing customs’ processing and easing the difficulties faced by importers 
and brokers. Budgetarily, one of the most significant effects of the 
Customs Simplification Act was the elimination of the requirement 
for 100-percent verification of entry liquidations by comptrollers of 
customs. The selective verification of such liquidations now in effect 
releases manpower which is being used to reduce the present huge 
backlog of unliquidated entries in the collectors’ offices. It is hoped 
and expected that this backlog will be eliminated by the end of fiscal 
year 1955, and that eventually a reduction in the total liquidating 
staffs of the collectors and the comptrollers can be effected. Other 
Customs Simplification Act procedural changes which have budgetary 
significance include (1) the simplification of procedures involved in 
processing American goods returned; (2) simplified requirements with 
—— to the processing of tourists entering from foreign countries 
and, as mentioned above, the elimination of the need for filing amended 
entries when the value found by the appraiser is higher than that 
shown on the original entry. In addition, a very important step was 
taken when a system of selective inspection of passengers’ baggage was 
instituted. This system has materially relieved’ major passenger 
entry ports such as New York, including Idlewild Airport, Miami 
Airport, and San Francisco. However, fears have been expressed 
by State agencies and agricultural interests that this selective exami- 
nation might inadvertently permit the introduction of diseased plants 
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or plant products or of such articles containing foreign pests. The 
complaints of these parties are being given careful consideration at 
the present time. In a further effort to reduce our operating costs, 
we adopted a revised method of printing our large marine publica- 
tions with annual savings approximating twenty-five to thirty thou- 
sand dollars per year. 

Customs collections and workload continue the steady upward 
climb which has characterized the postwar period. In fiscal year 
1953 customs collections reached the alltime high of nearly $830 
million and it cost 4.9 cents to collect each dollar. Nearly $11 billion 
worth of foreign merchandise of infinite variety was cleared by 
Customs. More than 200,000 vessels and ferries, as well as nearly 
96,000 aircraft entered our country last fiscal year. Nearly 31 million 
automobiles, buses, trucks, and trains entered during the same period. 
This latter figure becomes even more impressive when it is realized 
that on the average 58 such vehicles entered the United States during 
every minute of the year, or nearly 1 every second. All of these 
carriers brought in almost 118 million persons, with more than 26 
million pieces of baggage. 


ENFORCEMENT 


In the enforcement area during 1953, Customs has faced four major 
problems. First, our continuing fight is against the smuggling of 
narcotic drugs and marihuana, principally from France, Mexico, and 
the Orient; second is the smuggling of cut diamonds from Belgium; 
third, the smuggling of birds of the psittacine family from Europe 
via Mexico; and fourth, the smuggling of arms, ammunition, and 
implements of war from the United States to the Republics of Mexico 
and Cuba. 

I am only mentioning these highlights of the enforcement picture, 
as Deputy Commissioner Chester A. Emerick, who is in charge of the 
Division of Investigations, is here, prepared to give a more detailed 
statement if you so desire. 


APPRAISEMENT 


The primary responsibility of the customs appraisers is to determine 
the dutiable value of imported merchandise. In this important area of 
work, despite a substantial improvement in the individual productivity 
of appraisement employees, a dangerously large and steadily growing 
backlog of incompleted work has accumulated. Fifteen years ago the 
total appraisement staff of 1,338 employees completed action on 
885,000 invoices, or 660 per man-year. In 1953, 1,055 employees 
processed more than 1,450,000 invoices, thus increasing the average 
man-year production to approximately 1,375 invoices per man, or by 
nearly 110 percent. This large increase in individual productivity has 
been made possible by an intensive and sustained training program for 
appraisement officers, the development of improved and simplified ap- 
praisement procedures, and close coordination and supervision of all 
field offices’ work by headquarters staff. A substantial amount of un- 
compensated overtime work has also been put in by field personnel. 
Despite this productivity increase, the huge increases in imports 
have resulted in a backlog on hand at September 30, 1953, of over 
212,000 invoices more than 30 days old. Without a dutiable value, of 
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course, the collector cannot make his final assessment of duties and 
cannot liquidate the entry. This backlog is one of our most serious 
problems at the present time and one to which we are devoting a large 
amount of time and effort in searching for ways in which to bring it 
under control. 


DUAL RESPONSIBILITIES OF CUSTOMS 


In previous introductory statements I have called attention to the 
dual responsibilities of the customs service. We are both a revenue 
producing and a service and enforcement organization of the Govern- 
ment. ‘The volume of workload to be performed by customs is largely 
outside our administrative control, and a very considerable part of our 
work requires immediate handling. Persons arriving at our seaports, 
border ports, and airports expect to and should obtain customs clear- 
ance immediately. Similarly, prompt clearance of equipment of 
railroads, steamship lines, air carriers, and other transportation 
facilities is highly important to the profitable operation of those 
companies. I have also emphasized, and I believe you are all familiar 
with, the many functions which customs performs on a day-to-day 
basis for other agencies of the Government. In each case the func- 
tions performed for these agencies are closely associated with regular 
customs work and it is far more economical on a governmentwide 
basis for customs to carry out this work than it would be for each of 
the agencies involved to do so. The work performed for other agencies 
is generally not reflected in the workload figures for our Bureau, but 
the use of customs manpower is required, thus increasing our operating 
costs and adding to the complexity of administering our overall job. 


WORKLOAD 


I mentioned near the beginning of this statement some of the key 
workload items for the past fiscal year. The year-by-year postwar 
workload of this Bureau is shown in tabular form at the beginning of 
our formal submission, and is detailed by activity throughout the 
presentation. I will, therefore, hit only the highlights here and bring 
the figures up to date from last June 30, the end of fiscal year 1953. 
The number of formal entries filed was more than four-fifths, or 81 
percent greater in 1953 than it was in 1947; the first 4 months of fiscal 
year 1954 have exceeded the comparable period in 1953 : 5 percent. 
Carriers of persons and diecanitins entering the United States ports 
were 70 percent greater in 1953 than in 1947. During the first 4 
months of fiscal year 1954, carriers arriving exceeded the 1953 figure 
by almost 8 percent, while the number of persons entering dropped 
off by 1 percent. Against these workload increases, customs man- 
power was 10.5 percent lower in 1953 than it was in 1947 and is down 
still further in 1954. For convenient reference the following table 
summarizes the comparative statistics of major workload items and 
average employment of the Bureau of Customs. 
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First 4 First 4 
Fiscal vear | Fiscal year | Percent} months, fis-| months, fis-| Percent 
1947 1953 change| cal year eal year | change 
1953 1954 

Formal entries filed _.........-.-.-.--- 541, 834 981,414 | +81.1 313, 691 329, 707 +51 

Carriers arriving... ...-- 18, 148, 924 | 30, 933, 622 +70.4 | 11,672,915 | 12,574,632 +7.7 

Persons arriving-_-.-...........- ..| 78,947, 553 |117,917,217 | +49.4 | 45, 288,745 | 44, 751, 226 —1.2 
Packages examined at appraisers’ 

462, 416 686, 842 | +48.5 233, 064 227,490; 

Invoiess received 925,123 | 1,496,695 | +61.8 474, 252 506,228 | +6.7 
Customs manpower (average posi- 

tions, nonreimbursable) - 8, 787 7,866 | —10.5 7, 884 7, 624 —3.3 


BUDGET FOR 1955 


The 1955 estimate for this Bureau is $40 million, a reduction of 
$500,000 from the $40,500,000 appropriated for 1954. The decreases 
contemplated in this estimate are as follows: 

1. Reductions in full-time personal services costs, $245,500: It is 
estimated that a reduction of about 53 employees will result from 
operating and procedural improvements made possible by the Customs 
Simplification Act of 1953 and from numerous other operating and 
procedural improvements which, it is believed, will result from a 
further intensification of this Bureau’s management improvement 
program and from a broader application of the principle of selective 
inspection and supervision of imports, particularly those coming in 
through seaports of entry. 

These reductions, of course, do not include those that will be 
necessary in order to meet the net cost of within-grade and longevity 
promotions during fiscal year 1955. As indicated in the formal 
statement, it is anticipated that from 100 to 114 additional employees 
will be lost through this item of unprovided-for expense, the exact 
number depending upon the average salary of the emplovees separated. 

It is hoped that most of the reductions can be accomplished through 
the nonfilling of existing positions as they become vacant. 

2. Reductions in day labor and overtime expenses are estimated in 
the total amount of $90,000. 

3. Reductions in other objects of expenditure, ranging from travel 
through equipment, and including a transfer of certain rental costs 
to the General Services Administration are expected to total $164,500. 

Total reductions to be effected are $500,000. 

In addition to the above net reductions, a transfer of 50 liquidators 
at $300,000 has been made in the appropriation base from the comp- 
trollers’ activity to the collectors’ activity. As was mentioned above 
and as is discussed in the formal submission, this transfer represents 
the reassignment of comptrollers’ liquidators to the collectors’ offices 
for the purpose of reducing and eventually eliminating the present huge 
backlog of unliquidated entries on hand in the collectors’ offices. 

Mr. Chairman, this completes my formal statement and I shall be 
glad to discuss with the committee any points on which there may be 
questions. 

VERIFICATION OF ENTRY LIQUIDATIONS 


Mr. Canrietp. Mr. Strubinger, you state that ‘one of the most 
significant effects of the Customs Simplification Act was the elimina- 
tion of the requirement for 100 percent verification of entry liquidations 
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by comptrollers of customs.” First, will you be good enough to 
explain what is meant by the certification of entry liquidations by 
comptrollers of customs, then indicate how the enactment of the 
Customs Simplification Act changed the procedure. 

Mr. Srrupincer. Under the law prior to the passage of the Simpli- 
fication Act the comptrollers were required to make the verification 
at each liquidation of the collector. The law provided that that 
liquidation had to be an orginal computation, so in effect we were 
doing in the comptroller’s office, so far as making an audit of the entry 
exactly what the collector was doing, and we had felt for a long time 
that a selective audit would provide the necessary check at a much 
reduced expense. The enactment of the Simplification Act permitted 
us to test a spot-check verification instead of this 100 percent verifi- 
cation we have been following for the last 50 years. 


SPOT CHECK EXAMINATION OF BAGGAGE 


Mr. CanrireLp. Has the new system of selective inspection of 
passengers’ baggage been in effect long enough for you to evaluate any 
added efficiencies over the former procedure, and if so, what are these? 

Mr. Srrusincer. We have had the new baggage procedure in effect 
a little better than 6 months. At the very beginning we required all 
of our offices to submit reports indicating exactly the number of pieces 
of baggage inspected as compared to the total, with particular empha- 
sis on the number of interceptions made on account of meat products 
or plant products. Figures that we have received from the various 
ports indicate a rather mixed answer to the problem in that in Miami 
we find that the present procedure of at least one piece of baggage 
examined for each passenger coming in has produced very nearly the 
same number of interceptions that our old procedure produced. We 
are about 2 percent lower over a 6 months’ period in Miami. 

I went to Miami in December and met with about 18 people from 
various plant boards all over the United States. Most of them were 
from Florida, some from Louisiana, New Jersey, Texas, and I believe 
there was a man there from Alabama. They were very much con- 
cerned that »ur new procedure was permitting a much larger number 
of plants and plant products to come into this country, with the danger 
of introducing pests and insects into our agricultural areas. At the 
meeting we disclosed aad showed the people there the results of our 
examination in Miami over the past 6 months, and while they admitted 
that our figures were not bad, they were not all satisfied. Their 
approach to the problem was that one insect is bad and the ouly thing 
they could approve of as a group would be 100 percent examination of 
every parcel and bag that comes into the United States, and we have 
never done that in the sense that they are thinking about. 

Last Friday I sent a man up to New York to go over with the 
plant people and the Bureau of Animal Industry people the results 
of the change in procedure in New York. My officer brought back 
some reports which were obtained from the Department of Agri- 
culture’s Bureau of Animal Industry and also the Department of 
Agriculture’s Bureau of Entomology and Plant Quarantine. When 

ou examine these reports, one significant thing stands out and that 
is that there is no consistent pattern to the results we are getting now 
or in the past. As an example, going back to 1949, the Bureau of 
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Animal Industry has compiled statistics on the number of pounds of 
meat products that were intercepted by Customs and turned over 
to them. For a 6-month period their own figures indicate a variance 
from 49 to 110 pounds per vessel. Our 6-month test period shows an 
interception of 42 pounds per vessel. It is lower than any similar 
period but it is not far lower than one 6-month period in 1951. 

On the plant quarantine side, they furnished us the list of about 
20 vessels that arrived between June and October 1952 and June 
and October 1953, and the interceptions there in some instances for 
these same vessels were higher during the test period in New York 
than they were prior to that. At the same time, there were quite a 
number that were lower. 

As we see this situation right now, these figures do not indicate 
strongly in either direction that it is good for plant interceptions or 
bad for plant interceptions. Fiankly, we want to examine it more 
and get some better figures than we have. 

So far as customs is concerned, our seizures on account of customs 
violations have not gone down. Those are about the same or per- 
haps a little bit better. I believe that as time goes on we cannot 
hope under any system of examination statistically to show as many 
detentions or interceptions as we have in the past, because certainly 
repeating travelers, once they have had a meat product or plant taken 
away from them, will not try it again. So it seems to me that from 
education alone interception of plant material and meat products is 
bound to go down. 

Mr. Canrrevp. Have you checked your offices in New York recently 
about the recoaciliation of statistics on the new program; that is, be- 
tween the Bureau of Animal Industry and the Bureau of Customs. I 
believe there have been some receut conferences in the collectors’ 
offices. 

Mr. Yes. 

Mr. Canrie.p. Very recent conferences? 

Mr. Srrusrnerr. Friday | sent a man there to confer with the plant 
people. In the meeting Mr. H. 5. Dean, coordinator from the 
Piant Quarantine Branch, Washington, was there; Mr. F. L. Her- 
chenroeder of the Animal Quarantine Branch, New York; Mr. C. E. 
Post of the Plant Quarantine Branch, New York; and Mr. 8. D. Whit- 
lock of the Plant Quarantine Branch, New York; were the people 
from the Department of Agriculture in this meeting. 


MEAT SEIZED BY CUSTOMS 


Mr. Canrietp. Under date of October 22, 1953, the inspector in 
charge, International Inspection and Quarantine, reported to his 
superiors in Washington, that is, those associated with the Bureau of 
Animal Industry, in part as follows: 


We anticipated that there would be a reduction in the amount of meat seized by 
customs from passenger baggage after this order was placed in effect. However, 
we did not anticipate the tremendous drop in such meat seizures as the enclosed 
report which we have compiled will show. It will be noted in this report that 
prior to May 15, 1953, we were seizing approximately 150 pounds of meat per 
ship. It will also be noted that our report for September indicates this average 
poundage has dropped to approximately 29.5 pounds per ship. This would 
indicate we are receiving about one-fifth of the meat seizures that we received 
prior to May 15. We feel that the amount of meat coming into the country has 
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not declined but that the method of customs inspection now in operation does not 
bring it to our attention. It is believed that serious consideration should be 
given to the possible results of these meats entering the country through unin- 
spected baggage. 

When this subcommittee visited New York recently we saw one 
case where a passenger carried meat products in her baggage, and we 
heard her argue with the customs inspector that the meat, I believe 
it was a Danish product, was very good and ought to be entered. 
However, he instructed her that it had to be confiscated. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Canrietp. I am told that some years ago a very serious foot 
and mouth epidemic resulted from one ship entering San Francisco 
Harbor throwing garbage meats into the sea. 

I understand that now, as you have already indicated, the Depart- 
ment of Agriculture is seriously concerned with the possible threat to 
livestock in our country. 

These figures that I have just read to you as coming from the Inter- 
national Inspection and Quarantine Service of the Bureau of Animal 
Industry, I suppose, are known to you. 

Mr. SrruBiINGER. Yes. 

(Discussion off the record.) 

Mr. Srrusprincer. Mr. Chairman, the letter referred to which 
quotes that the average interceptions of meats from vessels was 150 
pounds per ship prior to the change in the inspection, and then dropped 
to approximately 29% pounds per ship, is not in accordance with a 
report that the United States Timarinene of Agriculture, Bureau ot 
Animal Industry, furnished me, which indicates that the average for 
those same periods ran from 77 pounds per ship down to 49 pounds 
per ship, and the average during the 6 months test period was 42 
pounds per ship. 

In my statement prior to that I mentioned these very figures. 
While I am not disputing the fact they are lower, there is not that 
much difference. 

Mr. Canrie._p. However, it is true this program has not been 
approved in finality? 

Mr. Srrupincer. It has not. 

If I may, I would like to explain one litile thing about this whole 
procedure. 


COMPARISON OF OLD AND NEW METHODS OF INSPECTING BAGGAGE 


There is a good bit of misunderstanding with respect to what we 
did under the old procedures. We never made 100 percent examina- 
tions of the passengers’ baggage, in fact. ‘To do so we would probably 
have had to have 10,000 more employees. 

Each inspector working on his own initiative and his own judgment 
would decide when he got a passenger how much, or how little, he 
would examine the baggage of that passenger. It was never the 
custom in ordinary circumstances for an inspector to £ through each 

iece of baggage thoroughly, to remove clothing and to delve down 
into the bottom of the baggage unless that inspector for some reason 
thought it was necessary in the particular case. 

Now, actually all we have done is to standardize this procedure 
which in effect records the number of pieces of baggage actually 
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examined, and it is the considered opinion of most of our supervisory 
officers that the present examination is just as good, and in some in- 
stances better, than the old examination, where it was done mostly 
on a hit-and-miss basis. 

Mr. Canrrecp. Having reference to that statement, Mr. Strubinger, 
the New York Times under date of January 21, 1954, ran the following 
editorial captioned “‘Smuggling.”’ 


One day recently a special Treasury Department agent followed a steamship 
passenger from the a to the street and took him into custody for an examination 
of his baggage. The agent was working on one of the many tipoffs that came 
from abroad, and he found hidden in 1 of the 5 pieces of baggage a considerable 

uantity of undeclared jewelry. The baggage had already been “examined” by 
the regular customs inspector on the pier. 

The customs inspector explained that he had followed orders and had examined 
only | of the 5 pieces; and true enough, this piece was clear of undeclared goods. 
Because the staff of the Customs Bureau here has been kept at a minimum that 
menaces port security the staff has been experimenting in recent months with a 
“spot check” examination. It is all they can do unless they wish to take the 
responsibility of delaying passenger debarkations overlong. 

The sense of this kind of economy seems dubious. Including the airports and 
the waterfront, where custom house men have jurisdiction, more than 3 million 
pieces of luggage came into the customs district during 1953. As many and 
perhaps more will be brought in this year, and presumably only 1 out of 5 or 1 
out of 10 will receive a real examination. 

A report in this newspaper of the year’s activities of the various custom house 
staffs noted that actual contraband seizures during the sear had declined in 
number. The implication was that perhaps smugglers are trying other ports, 
or have devised new methods of concealment. Perhaps the slackening of surveil- 
lance had something to do with the decline. If so, the manpower problem of the 
Collector of the Port should be reviewed. 


Do you have any comment on that editorial? 


Mr. Srruprncer. I do. I saw that article in the New York Times 
and I immediately checked with New York. So far as all the people 
in New York are concerned, no such event ever happened. Actually, 
if something like that did happen, it would be a radical departure from 
our normal way of handling a case where we have information. We 
would never permit the passenger to leave the pier with something we 
knew was contraband in his baggage. It just would not happen that 
way, Mr. Chairman. 

(Discussion off the record.) 

Mr. Canrie.p. There is also the story in print somewhere that 
some time recently a porter picked up one of several pieces of luggage 
being brought into the country by a passenger and handed that piece 
to the inspector for review, leaving behind a piece or two that con- 
tained smuggled articles, the inference being that the inspector was 
quite willing to accept the proffered piece of baggage rather than 
review the others. 

If I am not mistaken, the Secretary of the Treasury, when he was 
asked about that by this subcommittee, said that was, of course, 
contrary to all the rules and regulations of the Bureau; that any 
oe going along with a program of that kind ought to be fired 
instantly. 

It is true, is it not, that this practice is not according to Hoyle? 

Mr. Srrusineer. Mr. Chairman, that is certainly contrary to all 
the orders and directions they have on inspecting baggage. An 
inspector is required to see that every piece of baggage is assembled 
before he starts his examination, and under this procedure, he, him- 
self, and he alone, selects the pieces he is going to examine. 
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It is possible, in dealing with something like 2,500 people, that one 
inspector might do that, but it is certainly contrary to existing orders. 

Mr. Gary. The porter story came from the head of one of the 
Customs employee organizations in New York. When we were in 
New York just a short time ago inspecting the Customs installations 
we interviewed the heads of several of the employee groups. One of 
them told us that on occasions the porters did try to select the baggage 
which the inspectors were supposed to examine. They said it was not 
infrequent that the porter bringing the baggage off the boat would 
pick up one bag and hand it to them. 

He stated that the inspectors would not accept that bag, but he 
cited it as an evidence of the fact that the inspections might drift 
into a routine whereby inspectors would accept a bag from the porter, 
and if so, it would give an opportunity for bringing in a good many 
untaxed items. 

Mr. Srruprncer. Mr. Gary, what you say is true. If any such 
procedure as you outlined were adopted, why, certainly our bag in- 
spection would amount to practically nothing. 

But I can assure you there is no intention of anything like that will 
ever happen, and at present and from now on, as far as I am con- 
cerned, it is directly contrary to orders. 


EFFECT OF SIMPLIFIED EXAMINATION ON CUSTOM RECEIPTS 


Mr. Gary. I would like to know what has been the effect of the 
simplified examination on the custom receipts. 

Mr. Srrusincer. There has been no effect. One of the reasons 
for that is, I would say that 95 percent of our baggage declarations 
are free. With the $500 exemption, and your family exemptions 
where 2, 3 or 4 can make the exemptions go up to $2,000 or $2,500, 
we have very few dutiable declarations. There has been no notice- 
able decline on the collections on baggage declarations. As a matter 
of fact, I do not know if there is any. 


EXAMINATION OF FOREIGN MAIL 


Mr. Gary. Have you been able to increase your examination of 
foreign mail coming into the country? 
Mr. Srrusincer. No, we have not. 


MAIL STATISTICS 


I have here a schedule showing the mail statistics for the fiscal 
years 1947 through 1953. 

Mr. CanrFietp. The tabulation will be inserted in the record at 
this point, without objection. 

(The tabulation referred to is as follows:) 
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Mr. Srrusincer. This schedule shows the number of mail packages 
received, the number of packages examined, the number of mail 
entries written, and the collections on mail entries. It also shows the 
percentage of packages examined and the average duty per package 
received. 

Now, the significant figures were these: 

In 1947 there were 18,698,000 mail packages received. 

In 1953 there were 28,454,000 mail packages received. 

In 1947 we were examining 12.46 percent of those packages, which 
means that about eighty-eight-odd percent were being passed without 
an examination. 

In 1953 we were examining only 6.69 percent of those packages. 

In 1947 the average duty per package received was 9 cents. 

In 1953 the average duty per package received was 12 cents. 

In 1947 the average duty per entry was $3.22 and in 1953 the aver- 
age duty collected was $5.55. 

Now, what has actually happened is that we are passing more 
packages without examination, and the duty is going up on each pack- 
age. 

There is an area there we feel where if we examine more packages 
we could get more duty. There is a diminishing point. In other 
words, we do not need a 100-percent examination. We do feel that 
we could increase the percentage of examinations and make some 
money for Uncle Sam. 

Mr. Gary. It was my understanding that you have felt for several 

ears that your examination of foreign mail was inadequate and that 
if that examination was increased it would more than pay for itself in 
custom receipts. 

Mr. Strusincer. I am of that opinion. However, we made two 
tests, one in New York and one in Boston, on reexamining packages 
that were thrown out free, and those tests indicate it mom not pay 
us to do it. We are not satisfied with the test and we are making 
some more. 

I frankly cannot understand how we got the results we did because 
our statistics indicate there is quite an area there where we could 
profitably examine more packages. We made some tests and they did 
not prove out the way I thought they would. That is the reason why 
we did not come up for a supplemental for this very purpose last year. 
We intended to do so, but on the basis of the tests we made, we could 
not justify a request for additional money for that purpose. 


PERCENTAGE OF INCOMING MAIL EXAMINED 


Mr. CanrieLtp. What percentage of the incoming mail is examined? 

Mr. SrrusinGer. This year 6.69 percent. 

Mr. Canrige.p. And last year it was what? 

Mr. Srrusincer. Last year 8.06. In 1951 it was 9.05. In 1950 
it was 8.75. Each year previous to that it was more. 

Mr. Gary. That is due largely to the increased volume and the 
fact that you have maintained relatively the same force. The volume 
has substantially increased? 

Mr. Srrusineger. That is correct, Mr. Gary. 

Mr. Gary. It seems to me that the one great danger of this one 
package examination is the fact that it might become a routine 
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examination. If it were to develop into a routine examination so 
that the passengers would know what bag is going to be examined, 
it would open the door pretty wide. 

I am glad to have the assurances from you, and also from the 
Assistant Secretary, that you are going to be very careful to see that 
does not happen; that it does not degenerate into a routine pattern. 

Mr. SrrusinGer. I can assure you, Mr. Gary, we are going to con- 
tinue to watch this procedure very carefully because there are interests 
other than ours very much concerned about it, and that is, of course, 
the Plant Board people and the Bureau of Animal Industry. 

So, having in mind their concern, we do not intend to forget about 
what we are doing here. We are going to watch it very carefully. If 
at any time we feel that the examination procedure we are now using 
is detrimental to those interests, why, we will have to go back and 
change. However, if we go back, it means that we are going to have 
to ask for additional funds. 

Mr. CanrFrigLp. By the same token, if you find out through your 
pilot experiments, where you are counting incoming mail, that your 
revenue will undoubtedly increase through a more careful examina- 
tion, you will act accordingly? 

Mr. SrRuBINGER. Yes. 


REASONS FOR DECLINE IN NUMBER OF PERSONS ENTERING THE 
UNITED STATES 


Mr. Gary. Mr. Strubinger, in your original statement you said that 
during the first 4 months of the fiscal year 1954 carriers arriving ex- 
ceeded the 1953 figure by almost 8 percent, while the number of per- 
sons entering the United States dropped off 1 percent. 

Do you know of any reason for that decline in the number of persons 
entering the United States? 

Mr. Srrustneer. No; I do not, Mr. Gary. 

As a matter of fact, we anticipated that the first 6 months of this 
year, as far as passengers arriving are concerned, would be higher than 
last year, but so many people were just not traveling. I do not know 
the reason for it. 


INCREASE IN NUMBER OF CARRIERS 


Mr. Gary. When you say ‘‘carriers have increased,” does that mean 
carriers of both persons and merchandise? 
Mr. SrruBinGeEr. Yes. 

Mr. Gary. Has the increase been mostly in the carriers of mer- 
chandise or has it been the carriers of passengers? 4 
Mr. StruBiInGER. Well, we do not have the breakdown with us, 
but I would say probably the answer there is that automobiles coming 
across the border are carrying fewer people per car. You might have 
an increase in the carriers, but a decrease in the number of persons 
coming in. The difference for the persons arriving is the difference 
between 45,288,000 and 44,751,000; a difference of approximately 
500,000. I can furnish figures for Mr. Gary that will clear up the 

very point that you are talking about. 
Mr. Gary. I wish you would. 
(The information referred to is as follows:) 


| 

‘il 

re 

h 

it 

Lt 

n 

0 

g 

e 

d 

d 

y 
ig 

) 


392 


Number of carriers arriving from | Number of persons arriving from 
foreign countries foreign countries 
First 4 months First 4 months 
Fiscal year Fiseal year! | Fiscal year| Fiscal year| 
1 1054 1953 1954 

10, 364, 495 | 11, 191, 758 +8.0 | 29,340,174 | 29, 530, 702 +0.6 
116, 132 114, 940 —1.0 2,211,240 | 2,120, 468 —4.1 
Other welticles: .. 207 360, 854 +3.6 | 2,347,868 | 2,412, 683 +2.8 
34, 454 35, 675 +3.5 584, 815 629, 830 +7.7 
essels se 34, 923 34, 863 —.2 520, 218 526, 042 +1.1 
Passenger trains and ferries. .____- 66, 196 64, 386 —2.7 | 1,930,954} 2,059, 216 +6.6 
11, 672, 915 | 12, 574, 632 +7.7 | 45, 288,745 | 44, 751, 226 


Mr. STRUBINGER. We have to consider the manner in which the 
people arrived, whether by vessel, airplane, pedestrians, or what not. 


BAN ON IMPORTATION OF PLANT MATERIAL 


Mr. James. Mr. Strubinger, I would like to ask just a few questions 
with regard to some of the matters that you have discussed. 

Is there a complete ban on the importation of all plant material, 
or are certain types excluded while others are admitted? 

Mr. StrupinGer. Certain types are prohibited, Mr. James. We 
work closely with the Bureau of Entomology and Plant Quarantine. 
They give us lists of the types of plant material—fruits and vegetables 
and things of that kind—that may not come into the United States. 

Mr. James. They are excluded solely because they might be the 
carriers of insects or other pests; is that corerct? 

Mr. StrupinGcer. They are. However, even some of those, upon 
proper inspection by the Bureau of Entomology and Plant Quarantine, 
will be passed. 

Mr. James. You would not know because that would be a chore of 
the Bureau of Entomology and Plant Quarantine, as to what kinds of 
insects and pests might be brought in. There certainly are enough 
insects and pests in this country today. 

It seems to me, with the new chemicals that are being made by the 
various chemical companies to destroy them, there is hardly a chance 
for any new ones coming in from abroad. What I am driving at is, 
do they have knowledge of certain specific types of insects? 

Mr. Srrupincer. Yes, they do. They have that knowledge. 
One in particular they are very much concerned about. That is the 
Mediterranean fruitfly. That fly has been found in the United 
States a number of times. 

However, that is one insect that so far the eradication of is very 
difficult. Now, one of the members at this meeting in Miami made 
what I thought was a very strong point in explaining the position of 
the growers of fruit in particular. It was that they were playing for 
time; that given time enough, it is probable that chemicals and 
insecticides could meet most problems, but the more time they had 
the better they would be prepared to meet and deal with the insect 
pests and the diseases of various kinds. They were playing for time 
as much as anything else, which made their point that any one insect 
was bad as far as they were concerned. 
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DECLARATION OF PACKAGE CONTENTS 


Mr. James. You discussed the problems of inspecting packages 
that come in by mail, containing dutiable material. 

Is it required that a package containing dutiable material carry as 
a part of the package, or attached to the package, a declaration of the 
contents? 

Mr. SrruBInGer. Yes. 

Mr. James. That is a requirement? 

Mr. SrTruBINGER. Yes. 

Mr. James. And packages that do not have such a declaration, are 
they sometimes passed over and not inspected? 

Mr. SrrusinGer. Occasionally they will be passed free. If the 
segregator in his experience thinks it is a package that can be passed, 
he will pass it regardless of whether there is a declaration on it or not. 

Mr. James. In that way would there not be some risk of constant 
mailers just getting into the habit of not making the declaration? 

Mr. StruspinGer. That is true. However, we do watch for repeat 
shipments because we are always afraid that the importers will use 
the mails as a medium for commercial importation to evade the pay- 
ment of proper duties. 

Mr. James. Would it be feasible, proper or reasonable to return to 
the sender any packages that do not carry the declaration? 

Mr. Srrupincer. Mr. James, may I ask Mr. Higman to comment 
on this declaration of packages? There is a requirement, but I think 
we waive the requirement in a number of instances. 

Mr. Hieman. Are you speaking now about waiving the privacy of 
the seal? 

Mr. Srruspincer. We are talking about the declaration as required 
on the outside of the package. There is an international postal agree- 
ment which requires that a declaration of the contents and its value 
be placed upon the outside of the package. However, I do know that 
we pass a lot of those packages that do not have that declaration. 

Mr. Hieman. The invoice can be either on the package, or inside 
the package. 

Mr. James. Is there notice of the fact that there is a declaration 
inside, made on the outside of the package? 

Mr. Hieman. Not on all classes of mail. 

Mr. James. How do you handle that situation? It seems to me 
if there is an agreement that the declaration may be on the inside of 
the package that there should be a requirement that there be a notice 
on the outside of the package stating that there is a declaration on the 
inside. You might pass one with a declaration inside that would yield 
$50 or more of duty. 

Mr. Srrusincer. I see your point, Mr. James. It is a problem 
not easily solved. I think my statistics indicate there are something 
like 20 million packages received. If we tried to turn those back 
to the Post Office Department we would simply jam the mail. 

Mr. Jamus. I know it is foolish to talk about examining every one, 
but I think you could really take the word of 95 percent of all the 
people mailing packages when they make a declaration. Humanity 
carries a high degree of honesty, and if it is stated on the outside of a 
package that there is a declaration on the inside, you might also 
accept that statement as being of a high degree of honesty. If you 
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pass a package that has neither a declaration of statement on the 
outside, or one stating there is one on the inside, you might be passing 
over heaven knows what. 

Mr. SrrusinGcer. That is true. There is a considerable calculated 
risk in the mail examination. When we are examining less than 7 
percent of the total, there is no doubt we are taking a big risk all the 
time. 

Has thought ever been given to that idea of Mr. 
ames 

Mr. Srrusincer. I am not too clear, Mr. Chairman, as to just 
exactly what the requirements for declaration are. I will look it up 
and give you a report on it. 

Mr. Jamus. I think if there is a declaration inside, that fact should 
be stated on the package. You cannot be expected to examine every 
package, of course. But if no such declaration appears on the out- 
side, then I think the package should be returned to the sender and 
he should pay the postage again, or conform with some sort of reason- 
able regulation. 

(The information requested is as follows:) 


Section 9 (a) of the joint customs-postal regulations (sec. 2229, postal laws 
and regulations,and sec. 9.1 of the customs regulations) provides as follows: 

“A customs declaration (on the form provided by the foreign mailing office) 
giving an accurate description and the value of the contents shall accompany 
each parcel post shipment and be securely attached thereto. Commercial shi 
ments by parcel post shall also be accompanied by commercial invoices. In 
case the shipment consists of more than one package, the invoice shall be placed 
in the package to which the postal form of customs declaration is attached. 
There shall be enclosed with the contents of all mail articles containing merchan- 
dise dispatched under the respective mail classifications of the Universal Postal 
Union Boamadiies an invoice in the case of commercial shipments, or a state- 
ment of value in the case of merchandise not purchased or consigned for sale, 
giving an accurate description and value of the merchandise. If impracticable 
to enclose the invoice or statement within a sealed article, the same shall be 
securely attached to the article.” 

The Post Office Department advises that the requirement for a customs decla- 
ration on parcel post. packages is contained in the postal agreements which the 
United States has entered into with practically all foreign countries. 

While a declaration in a foreign language may not be readily understood by 
new employees, through experience the customs segregators acquire a sufficient 
knowledge of the different languages to enable them to translate the key words 
in the declaration. 

In several foreign countries there is either a laxity in enforcing the requirement 
for the customs declaration when the package is mailed, or the declaration is so 
flimsy that it is frequently destroyed or detached in transit. Many packages 
are received daily from Italy, Germany, Israel, Finland, and France without 
customs declarations, and less frequently from other countries. 

Customs declarations are rarely, if ever, enclosed in a parcel. However, 
ee for commercial shipments are usually enclosed, and not attached to 
parcels. 

If a parcel were returned to the egpne authorities by customs because it did 
not have a customs declaration, the postal authorities would be required to 
(1) hold the parcel in storage and request the postal administration in the country 
of origin of the parcel to obtain and forward a customs declaration, or (2) return 
the parcel to the country of origin due to the failure of the sender to meet the 
requirements for a customs declaration. In either case, the Post Office Depart- 
ment would be faced with considerable administrative difficulties. 


Mr. Passman. Mr. Commissioner, with respect to international 
postal agreements, is there anything to keep your department from 
requiring this notice be placed on the outside of very package as to 
value and contents? 
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Mr. Strusincer. Mr. Passman, I am not exactly sure. 
Mr. Passman. If it is on some of the parcels I cannot see why it 
should not be on all of them. 

Mr. Commissioner, in your opening statement, on page 3, you 
say this: 
In the enforcement area during 1953 Customs has faced some major problems. 


SMUGGLING OF DIAMONDS 


FROM BELGIUM 


And in the second category you say, ‘Smuggling of cut diamonds 
from Belgium.”’ 

It is my understanding that the cost of a diamond in Belgium is 
about the same as in America. 

We were there in 1951, and through curiosity we were pricin 
diamonds, and the retail price seemed to be about what you woul 
pay here in America. What is the difference? 

fr. Srrupincer. There is a 10-percent duty, but the diamonds 
that are smuggled in go into the black market here. It is a question 
of not paying the luxury tax when they are sold, not putting them 
on the books, possibly evading income taxes, so you have a much 
larger margin than the 10-percent duty involved. 

Mr. Passman. You have the 10-percent duty, the 20-percent excise 
tax, plus the income tax. 

Mr Srrusincer. We feel that is the reason they are smuggling 
diamonds. 


USE OF ELECTRONIC AND MECHANICAL DEVICES 


Mr. PassMaNn. In examining the parcels coming in, do you have 
any electronic devices, or any mechanical devices by which you can 
check the contents of a package for metals, or do you have to make a 
physical check of each baggage? 

Mr. SrrusinGer. At the present time it is a physical examination. 
We did use at one time a fluoroscope, or an inspectroscope, which was 
really a modified X-ray machine. While it would show shadows, it 
would not identify the article itself, so that even when you got 
shadows you would not know whether the article was subject to duty 
or not, and we had to open it anyhow. So we are proceeding on 
the theory that an experienced segregator can pick out the packages 
that are subject to duty, for the most part. 

As an indication of that, we write mail entries on about 35 percent 
of every package that is opened, which is a good indication that 
there is pretty good judgment being used on the selection of packages. 

Mr. Gary. Those inspections are only made when you have tips 
that a person is a smuggler? 

Mr. Srrupincer. That is correct. 


COST OF INSPECTING BAGGAGE 


Mr. Sreminski. What is the cost of personnel inspecting baggage? 

Mr. Strruspincer. We made a study some time ago—and this is 
not up to date, it is about 2 years old—and at that time we figured 
that it cost us about $2.5 allie to examine baggage and we were 
collecting in the neighborhood of $1.25 million. 
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Mr. Sreminski. So your deficit was something over $1 million. If 
you were to charge everyone leaving and entering the United States 
50 cents going and 50 cents coming, what revenue would that give 
vou? 

Mr. Srrupincer. You have about 120 million people entering the 
United States; at 50 cents each that would be about $60 million. 

Mr. Steminskr. Plus those going out of the United States would 
give us over $100 million. Therefore, for the Department of the 
Treasury, consistent with the Department of Defense and other 
departments interested in strict economy and making as many outfits 
pay their own way as possible, you have in this approach a way of 
throwing your whole Department in the black; you would operate on 
the same principle as the New York Port Authority and the New 
Jersey Turnpike—which the Congress and the States seem to approve; 
they operate at a profit—never mind just meeting costs. Thus 
Uncle Sam has a precedent in this in the New Jersey Turnpike and 
the New York Port Authority—it should ease the tax burden on those 
who never leave home but must pay for this $1 million deficit your 
baggage inspectors cost. 

Mr. PassMan. Off the record. 

(Discussion off the record.) 

Mr. Passman. If such a policy should be adopted, it may violate 
some of our international agreements, and probably the other nations 
where our citizens are traveling would retaliate by assessing a charge 
See be higher than the charge we assess. That should be con- 
sidered. 

Mr. Struptmncer. You have another problem, and that would be 
the people crossing our land boundaries. Along the Mexican Border 
there are thousands and thousands of people who come across every 
day to go to work. 

Mr. Passman. That would also be true in Detroit, where they come 
across from Canada to go to work. 

Mr. Steminski. Do they inspect their baggage? 

Mr. Srruprncer. Ordinarily they would not have any baggage, 
but we stop them and ask if they are carrying anything. If we trie 
to collect 50 cents from each passenger at San Ysidro, it just would 
not operate. You have as many as 10,000 automobiles a day down 
there. 

Mr. Steminski. Commutation arrangements could be worked out. 
We are not trying to work a hardship on people who have to earn 
their bread and Butter by crossing the border. I am seeking an 
equity for all, the people in Iowa, Utah, and the Far West who ma 
be happy with America but may have no interest in overseas travel; 
conversely, they may be interested. I throw this out in the best 
good will, as an attempt to alleviate the tax burden of baggage inspec- 
tion on people of the United States who cross no borders. 

Mr. Passman. Off the record. 

(Discussion off the record.) 

Mr. Sreminski. The assumption is that people generally go abroad 
for recreation, they buy things, it takes money to examine the goods 
they bring in. People who may never go abroad help pay the cost of 
such examination. 

Mr. Vurseiut. Mr. Chairman, I think the gentleman from New 
Jersey has got a point, probably, if you could get down to where you 
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could differentiate between people coming across the border to work. 
It would seem to me that it probably could be applied to overseas 
travel. In this connection, we used to hear about France charging 
a head tax on everybody coming in, including a head tax on people 
going there to work to spend our money to build facilities, and I am 
just wondering if you know whether any of these other countries 
ac any head tax duty on people coming into their country like 
France does? 

Mr. Srrupincer. No, sir; I do not. We had a head tax at one 
time. That was eliminated. Whether that was done by international 
agreement or what reason, I do not know. 

Mr. Vurseu. It would seem to me that people who are traveling 
abroad are generally able to pay a slight charge and that a reasonable 
tax of $1 or $2 on our own people going out, used to offset the expenses 
of checking their baggage going out and coming in, would help reduce 
the deficit of this Department. 

Mr. Passman. There is a charge to get your visa. 

Mr. Srrusincer. For the ordinary traveler, that is true. 

Mr. Gary. There is a fee on passports and on visas. 

Mr. Sreminskt. Is that credited to the Department of State or to 
the Bureau of Customs? 

Mr. Passman. Even a member of this committee traveling abroad 
would have to pay a certain amount out of his pocket to get a visa. 

Mr. Steminski. To whom is that credited? 

Mr. Canrtetp. Probably to miscellaneous funds in the Treasury; 
certainly not to the Customs Bureau. 

Mr. Steminski. I think Mr. Vursell has brought up a very fine point. 


DUTY COLLECTED BY CUSTOMS SERVICE 


Mr. Passman. What is the total amount of duty collected by the 
Customs Service on merchandise or anything coming into this country 
in 1 year? Take fiscal 1952 if you have it. 

Mr. Stuprncer. Custom duties collected in the fiscal 1952 amounted 
to $549,730,000. 

Mr. Passman. That was the amount of duty collected by the 
Bureau of Customs? 

Mr. Srrupincer. Yes. 


PURPOSE OF CUSTOMS LEVY 


Mr. Stemrinskt. Is it not true that the original customs levy was 
made to protect American business interests? That certainly came 
before the American traveler; before you could travel you had to 
have a source of income. Am I not correct in assuming that these 
levies were initially made to protect American business? 

Mr. SrrupinGcer. That is correct. The preamble to the Tariff Act 
of 1930 so states. 

Mr. PassmMaANn. In answering my question a while ago you had 
reference to parcels coming in by mail? 

Mr. Srrupincer. No; that was all duties. 

Mr. PassmMan. Everything shipped into America by foreign nations 

Mr. SrrusinGer. Yes. 
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COLLECTIONS MADE BY CUSTOMS BUREAU 


Mr. Passman. You mean the total duty on all merchandise and 

equipment coming into the United States was less than $1 million? 
r. STRUBINGER. $549,730,000. 

Mr. Passman. I understood you to say thousands. What was your 

appcoenaien request for that year? 
ir. SrruBINGER. We spent $40,428,923. 

Mr. PassMan. From a ratio standpoint it appears the Customs 
Bureau made a very fine record for itself. 

Mr. Srruprncer. In addition to customs duties, this Bureau col- 
lected nearly $200 million of internal revenue taxes, and other mis- 
cellaneous revenue. The total collections for 1952 were $748,141,000 
and it cost $5.40 to collect each $100. i 

Mr. Passman. I think that is a marvelous :ecord. 


COST OF CUSTOMS COLLECTIONS 


Mr. Canrtetp. You indicated it cost 4.9 cents to collect each dollar 
during fiscal year 1953. Is this the overall cost or the cost of the en- 
forcement activity only? 

Mr. Srruprncer. It is the overall cost. 

Mr. Canrievp. Mr. Strubinger, if an additional amount of, say, $1 
million could have been spent during that fiscal year toward making 
additional collections, would it in your opinion have produced a greater 
amount of customs revenue? 

Mr. Srrupincer. In my opinion it would, but I cannot produce 
figures to prove it. 


SMUGGLING OF NARCOTIC DRUGS 


Mr. Canrietp. Mr. Strubinger, what part of your enforcement 
work is directed against the smuggling of narcotic drugs including 
marihuana? - 

Mr. Srrusincer. You mean in manpower? 

Mr. CanrreLp. Yes. 

Mr. Srrupincer. Mr. Chairman, the question you asked is rather 
difficult to answer directly for this reason: All of our customs employees 
have the responsibility toward the enforcement of all laws we are re- 
quired to enforce, and that would include antismuggling laws. So we 
have no way of estimating the actual amount spent in the enforcement 
of a specific law other than the cost of the investigative work, which is 
done by the Customs Agency Service. The Customs Agency Service 
consists of 269 employees, and for the fiscal year 1955 we are asking 
for $1,898,300. 

Mr. CanrizLp. Do you feel progress is being made against this 
traffic? Are you losin und or just about keeping even? 

Mr. Srruspincer. We feel that the changes we have made in our 
enforcement program in the last year have improved our sources of 
information. We feel we have a stronger enforcement program today 
than in the past. What we are doing, we are establishing at major 

rts special duty squads not charged with guarding fixed posts, but, 
in lieu of that, they are instructcd to roam the waterfront and to 
contact scamen and so forth, We are in the process of getting out 
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a poster which will offer a reward of $500 for information leading to 
the seizure and arrest of people involved in the smuggling of heroin, 
provided it is 1 pound. For anything less than 1 pound, the reward 
will be lower proportionately. 


STATEMENT OF Deputy CoMMISSIONER FOR INVESTIGATIONS 


Mr. Canrie_p. Mr. Emerick, would you care to make an additional 
statement on this traffic, also on the smuggling of cut diamonds, birds 
of the psittacine family, and arms, ammunition, and implements of 
war from the United States to Mexico and Cuba? 

Mr. Emerick. The Customs Agency Service is the investigative 
unit within the Bureau of Customs. It has investigative jurisdiction 
over violations of the Tariff Act of 1930, as amended, the Export 
Control Act, the Narcotic Drug Import and Export Act, the Neu- 
trality Act pertaining to the exportation and importation of imple- 
ments of war, and the Marihuana Tax Act. The Customs Agency 
Service also has investigative jurisdiction over the laws governing the 
ownership, documentation, and trade of vessels documented under 
the laws of the United States. 

Customs agents also conduct other types of investigation including 
security investigations pursuant to Executive Order 10450, Federal! 
tort claims, petitions for relief, personnel derelictions, customhouse 
brokers, market value investigations, etc. 

The Customs Agency Service has on its rolls at this time 196 cus- 
toms agents. They are stationed in the principal ports of entry 
throughout the United States, as well as in England, Belgium, France, 
Germany, Canada, Cuba, Mexico, and Hong Kong. 


ARRESTS 


During the fiscal year 1953, 670 arrests were made by customs 
officers, an increase of 21 over the previous year. During that 
period customs agents investigated a total of 18,124 cases. 


ENFORCEMENT PROBLEMS CONFRONTING BUREAU 


During the fiscal year 1953, the most important enforcement prob- 
lems confronting this Bureau included the smuggling of narcotic 
drugs from France, Mexico, and the Orient, the smuggling of cut 
diamonds from Belgium, the smuggling of arms, ammunition, and im- 
plements of war from the United States, and the smuggling of birds 
of the psittacine family from Europe via Mexico. 

Special effort has been made by the Bureau to instruct customs 
personnel engaged in the examination of merchandise and baggage 
on unconventional weapons for attack. Valuable information on 
atomic weapons has been released by the Atomic Energy Commission 
under a low security classification which has made it possible to give 
this information wide dissemination. 


NARCOTIC DRUG TRAFFIC 


During fiscal year 1953, customs officers seized 3,857 ounces of raw 
opium, or more than 8 times the amount seized during the previous 
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year, and the largest quantity seized in any year since 1948. Smoking 
opium seized by customs officers amounted to 851 ounces, or more 
than in any year since 1950. Customs seizures of morphine were 71 
ounces, or more than in any year since 1940. Heroin totaled 143 
ounces, somewhat less than in fiscal year 1952, but more than in 
either of the 2 years just before that. Seized cocaine was only 2 
ounces, the least since 1945. Other drugs aggregated 339 ounces. 
being only one-third the record amount seized in fiscal year 1952, but 
nevertheless more than in any other year since 1943. Marihuana in 
its various forms amounted to 25,370 ounces, moderately higher than 
in 1952, but less than in any other year since 1947. 

Narcotics arrive in this country from various places. France has 
lately superseded Italy as the principal source of heroin, which is 
manufactured from morphine base or from opium smuggled into 
France from Lebanon or Yugoslavia. Even on our west coast, this 
European heroin dominates the illicié traffic. 

A secondary but very important source of heroin is the Orient. 
Manufacture from opium grown in Communist China is carried out 
either there or in the Portuguese colony of Macao, and the product is 
smuggled into the United States via Hong Kong or Japan, or both. 

Mr. Canrietp. Mr. Emerick, I do not want to intrude on your 
general statement, but I think it might be well to point out where 
this Portuguese colony of Macao is? 

Mr. Emerick. It is about 40 miles south of Hong Kong. 

During recent months an American customs officer stationed in 
Hong Kong made it possible for the police there to seize 26 ounces 
of high-purity heroin destined for the United States, and to apprehend 
3 violators. 

Several other important seizures of this commodity have been made 
in San Francisco. In November 1952, 36 ounces were found in the 
baggage of a steerage passenger; in May 1953, 16 ounces were found 
in the possession of 2 Chinese seamen; and more recently 25 ounces 
were found concealed in the ventilating equipment of a ship. 

Just within the last week, the Bureau of Narcotics received a 
telephone tip from an unidentified source to the effect that an in- 
former had noticed several pieces of camphorwood chests in a garbage 
can at an establishment in which holes were bored in on the sides and 
ends. Narcotics got in touch with customs and the local police and 
made a substantial seizure of heroin, as well as the arrest of the 

erson involved, who was a seaman on the American President Line. 
his method of smuggling had evidently been followed for some time. 

Mexico remains suhetenualis the only source of marihuana, which 
continues to be apprehended in large quantities all along the border. 
Many of the lots intercepted are destined for distant cities, as for 
example the 109 pounds seized in Houston, Tex., last June 22, en 
route to New York. 

During fiscal year 1952 there were at least 24 marihuana seizures 
of over 10 pounds each, including 14 of 25 pounds or more, and 8 of 
over 50 pounds each. The largest single seizure was one of 156 pounds 
made at Laredo on January 19, 1953, with the apprehension of 6 
violators. 

There has been a marked tendency during the year for the mari- 
huana traffic to shift from the crude weed to the refined, 1 pound of 
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the latter being equivalent to from 2 to 5 pounds of the crude. The 
large Laredo seizure mentioned above consisted of refined marihuana. 

Another important development has been the strong upsurge in 
seizures of opium, which according to information is abundant in 
Mexico, at present substantially the sole source of supply for the 
illicit market. The greatest increase has been in raw opium, and it is 
not certain just what this is used for when successfully smuggled into 
this country—whether for the preparation of smoking opium or for the 
extraction of alkaloids. A few of the violators apprehended have been 
Chinese, but the great majority have been Mexican nationals or 
persons of Mexican extraction. 

Despite this abundance of opium in Mexico, seizures of heroin from 
that country have in the past consisted mostly of the private supplies 
of addicts or the stocks of local peddlers, rather than important com- 
mercial quantities. Indications have been that the extraction and 
conversion of opium alkaloids in Mexico was not vet very fully devel- 
oped. 

pablidediies are that this situation is now changing, since there have 
lately been several seizures of ounce lots, 1 lot of about 2 ounces, 
1 lot of 3, and still another of 8% ounces. 


SMUGGLING OF DIAMONDS 


Information has been developed by customs agents in this country 
as well as those stationed abroad which indicates that diamond 
smuggling is a continuing operation. The most prevalent rumor has 
been to the effect that crew members of certain airlines were being used 
in diamond-smuggling operations. During the past year the British 


customs has made arrests and seizures in connection with the 
attempted unlawful exportation of diamonds from England by crew 
members employed by a British airline. The diamonds involved in 
these seizures were presumably destined to the United States. 

Last July, one of our agents stationed in Europe obtained informa- 
tion concerning the smuggling of diamonds by pilots employed by the 
Sabena Airlines. Additional information was obtained both in Europe 
and in New York which resulted after several weeks of intensive 
investigation in the seizure on September 27, 1953, at New York City 
of 1,439.47 carats of cut-polished diamonds and 778.5 carats of rough 
diamonds with a total value of $233,230. The chief pilot of the Sabena 
Airlines as well as a diamond dealer in New York were arrested in this 
case. The pilot smuggled the diamonds out of Belgium and into New 
York concealed in a false bottom of his traveling bag. 

In that case we did not have information on the particular pilot. 
We had general information that pilots employed by the Sabena 
Airlines were involved. We kept all of the pilots under surveillance 
and found that this pilot made a call to a diamond suspect. Agents 
kept him under constant surveillance and obtained the cooperation 
of the parties at the address where a delivery was made. We arrested 
the man who received the delivery and we have later arrested two 
higher-ups in the organization. They have all been indicted, and we 
now have in custody four defendants in this case. 

Very recently we obtained information from our London office that 
a diamond suspect was ou his way to the United States. His means 
of travel was unknown. We notified all ports along the Atlantic 
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seaboard as well as Montreal, and on January 8 the person arrived 
at Montreal. He was immediately apprehended by the Royal 
Canadian Mounted Police, and a search of his person disclosed 1,100 
carats of diamonds valued in excess of $130,000. We are contiauing 
that investigation and expect developments in this country. 

Investigation of the case involving the Sabena Airlines pilot is 
continuing and as the result of important information furnished 
Belgian authorities by our agent, that Government has agreed to 
cooperate on diamond smuggling iavestigations. Heretofore we have 
been advised by Belgian cadhaaliios that their laws prevented the dis- 
closure of official information developed in connection with the investi- 
gation on smuggling matters. The cooperation which we expect to 
receive from the Belgian authorities should be of considerable benefit 
to customs in suppressing diamond smuggling. 


VIOLATIONS OF THE NEUTRALITY ACT 


Several important investigations have been conducted by customs 
agents on violations of the Neutrality Act (22 U.S. C. 452), in con- 
nection with the unlawful exportation or attempted unlawful exporta- 
tion of aircraft, arms, and ammunition. One of the important Neu- 
trality Act violations investigated involved an alleged conspiracy in 
the attempted exportation of quantities of arms and ammunition to 
Cuba by a group headed by Cuba’s former President Carlos Prio 
Socarras. Carlos Prio was arrested at Miami, Fla., on December 4, 
1953, following his indictment at New York City on a charge of 
conspiracy to violate the Neutrality Act in the attempted unlawful 
exportation of arms and implements of war. Segundo Curti, Interior 
Minister in Prio’s cabinet, was also arrested together with three other 
conspirators at Miami on December 4, by customs agents. The 
persons involved in this conspiracy had purchased or were arranging 
to purchase all types of war equipment, including machine guns, rifles, 
ammunition, etc. 

Two other important Neutrality Act violations were also investi- 
gated by customs agents which involved unlawful exportation and 
attempted unlawful exportation of guns and ammunition by persons 
and firms doing business in the State of Texas. These cases are 
scheduled for trial within the next 3 months and successful prosecu- 
tions should result in a marked decrease in the unlawful exportation 
of arms and ammunition from the United States to Mexico. 


PSITTACINE BIRDS 


During fiscal year 1953, much attention was given to the illegal 
traffic in psittacine birds (birds of the parrot family), the commercial 
importation of which is prohibited under regulations of the Public 
Health Service. The reason is that these birds carry paiiacpais, a 
dangerous and frequently fatal disease similar to a bad form of 
pneumonia. 

That this hazard is real is shown by the actual development of 
psittacosis among seized birds, not only in the border districts, but in 
such widely separated areas as Louisiana and Maryland. In one 
case, a customs enforcement officer likewise caught the disease. 
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Nevertheless, there is an active demand from unscrupulous pet shops, 
offering ee the opportunity for big profits. 

One gang of such smugglers, centered on the California border, has 
been under customs investigation for the past 4 years. This organi- 
zation, reminiscent of the bootleg mobs, ordered birds in Europe, to 
be shipped by air to Mexico, and smuggled in from there. One section 
of the mob ee birds from another, in some cases beating the 
victim of the highjacking, and in one case leaving him handcuffed to 
the steering wheel of his truck. 

Collection of satisfactory evidence proved difficult, and meanwhile 
the gang continued to smuggle a number of birds conservatively 
estimated at 200,000 per year. In fact, even after brought to trial 
in October 1953, the defendants employed recesses in the court pro- 
ceedings to attend to their smuggling activities. 

However, this trial, lasting 3 weeks, bringing forth the testimony 
of 64 Government witnesses and the introduction of 185 exhibits, and 

iving rise to considerable legal fireworks—and by the way we had to 
felas one of our customs agents from Paris for this purpose at our 
expense—did result in the conviction of all 9 defendants under indict- 
ment, who received sentences up to 5 years and were fined a total of 
more than $13,000. 

At about the same time, 6 other parrot smugglers were convicted 
in San Antonio, and 2 more in Houston. Still other prosecutions are 
in prospect, and it is hoped that these trials will have a salutary 
deterrent effect. 

CATTLE SMUGGLING 


Customs agents on July 9, 1953, seized 64 head of Charolaise cattle 


at Lafayette, La. The cattle were appraised at a value in excess of 
$1 million. 

Investigation of this case established that one Alphe A. Broussard 
of Lafayette, La., conspired with persons in Mexico and the United 
States to smuggle the cattle into the United States from Mexico. 
Broussard had first attempted to effect a legal exportation from 
Mexico, and a legal entry into the United States for the cattle but 
the Mexican Government denied issuance of a permit for the exporta- 
tion and the Bureau of Animal Industry in the United States refused 
to issue a permit to import the cattle for the reason that they came 
from an area in Mexico not cleared by that Department as being free 
from foot and mouth disease. Broussard then arranged with one 
William L. Babb of Del Rio, Tex., to smuggle the cattle into the 
United States. The actual smuggling of the cattle occurred in the 
western district of Texas, during the months of January and February 
1953. 

Mr. Broussard and his coconspirators were indicted on the cattle 
smuggling wr, as well as conspiracy to smuggle the cattle, and 
will be tried at Waco, Tex., probably next Monday. 


MARIHUANA TAX ACT 


Mr. Gary. Mr. Emerick, I notice that on page 1 of your statement 
ou refer to the Marihuana Tax Act. Do we tax marihuana coming 
into the United States? : 
Mr. Emerick. That is the name of the act, sir. Customs does not 
tax marihuana coming into the United States. If you import it 


404 


legally it is subject to licensing and taxing control by the Internal 
Revenue Service. 

Mr. Gary. Why do they call it a tax act? 

Mr. Emerick. That is the name of the act. 

Mr. Gary. And it does impose a tax on legal importations? 

Mr. Emerick. That is right. 

Mr. Gary. But at the same time outlaws the importation? 

Mr. Emerick. They must be licensed to import it, and taxes are 
assessed on legal importations. 

Mr. SrrupinGer. Are you wondering what it would be used for if 
legally imported? I believe it is used as a mixture, in small quantities, 
for bird feed. 

Mr. James. I understand that marihuana is grown as a crop in 
certain parts of Tennessee. I understand there is a process used 
that results in a product similar to flax. But that kind of marihuana, 
as | understand it, is at no time used as dope. 


EXTENT OF MARIHUANA SMUGGLING 


Mr. Gary. Is the smuggling of marihuana on the increase or 
decrease at the present time? 

Mr. Emerick. I believe it is about the same as it has been in 
recent years. Our seizures indicate there is not a great change in the 
volume of smuggling operations of marihuana. 

Mr. Gary. I believe you stated they are now smuggling the refined 
marihuana? 

Mr. Emerick. That is right. 

Mr. Gary. Rather than the crude? 

Mr. Emerick. Yes. 

Mr. Gary. And the refined marihuana is very much more potent? 

Mr. Emerick. You do not have the stocks and stems. It is 
gronne and is finer than Bull Durham, if you recall what that looks 
ike. 

REDUCTION IN SMUGGLING OF NARCOTICS 


Mr. Gary. Would you say the situation as to the other narcotic 
drugs is improving or deteriorating? 

Mr. Emerick. I think it is definitely improving. Over the past 
several years there has been a constant reduction in the number of 
addicts and the amount of drugs smuggled into the United States. 


COOPERATION OF FOREIGN GOVERNMENTS 


Mr. Gary. You mentioned the fact that your agents are working 
in Mexico and Hong Kong and other points. Can you give us an 
idea of their work in foreign ports wii what cooperation they are 
getting from foreign governments? 

Mr. Emerick. We are getting very good cooperation from the 
authorities in Hong Kong. 

Mr. Srrusincer. Off the record. 

(Discussion off the record.) 

Mr. Emerick. We have recently transferred an agent to Tokyo. 
He has not been at that station long enough for the Bureau to form 
an opinion as to the cooperation he is to 1eceive there. We believe, 
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however, that we will obtain full cooperation from the Japanese 
authorities. 

We have a man stationed in Mexico who devotes his time to 
enforcement matters, principally narcotics smuggling. He has received 
excellent cooperation from the Mexican authorities. We were 
troubled in Neuvo Laredo with the Trevino brothers for several 
years. They were the principal persons engaged in smuggling nar- 
cotics into the United States in the Laredo area. The Mexican 
authorities succeeded in obtaining convictions of the Trevino brothers 
in the Mexican courts, and they are now serving long terms of imprison- 
ment. ‘They would never have come to the United States as they knew 
they would be arrested as soon as they entered this country, and we 
were powerless to stop their activities without the assistance from the 
Mexican authorities. 

In Europe, the Bureau of Narcotics has an organization there that 
works on narcotics smuggling and narcotics activities generally in 
Europe. They have been doing some very good work, especially in 
France, during this present fiscal year. 


ASSISTANCE OF UNITED NATIONS IN CONTROLLING NARCOTICS 


Mr. Gary. Dr. Anslinger told our committee that the United 
Nations had been very helpful in the matter of controlling narcotics. 
Has Customs had any connection with the United Nations in this 
connection? 

Mr. Emerick. Only through Commissioner Anslinger. Commis- 
sioner Anslinger is a member, I believe he is in charge, of that division 
in the United Nations and we obtain information from him and also 
furnish him information we receive. 


DIAMOND SMUGGLING 


Mr. Gary. What about diamond smuggling? Is that getting 
better or worse? 

Mr. Emerick. I think diamond smuggling will always be with us, 
for the reason that diamonds are so easy to conceal about or even in 
the person, and the profit that is obtainable by reason of diamond 
smuggling makes it quite attractive. 


DISPOSITION OF CONFISCATED DIAMONDS 


Mr. Gary. What is being done now with the diamonds that are 
confiscated as the result of these investigations? 

Mr. Emerick. During the recent investigations there have been 
defendants that we have been unable to apprehend, which has made 
it necessary to retain the diamonds as evidence, and no effort has been 
made to obtain their forfeiture. If it is finally decided that we are 
unable to obtain jurisdiction of the defendants, we will then move for 
dismissal of the indictment and institute proceedings to forfeit the 
diamonds. 

Mr. Gary. What is done with them after they are forfeited? 

PR vd Emerick. They are usually sold by the marshal to the highest 
idder. 

Mr. Gary. This committee several years ago visited New York 
and inspected large quantities of diamonds that had been confiscated 


406 


by the Customs Service and turned over to the General Services 
Administration. They were being held in a vault in New York. 
Do you know whether those diamonds have been disposed of? 

Mr. Emerick. I do not. That is not in our jurisdiction. The 
court ordered them turned over to General Services and we have 
not, in fact we have no authority, to check into what action they 
have taken in regard to the disposing of the diamonds. 

Mr. Gary. In the future will the courts continue to turn them 
over to General Services? 

Mr. Emerick. I am sure I do not know. Personally, I doubt if 
they will do that in the future by reason of the investigations this 
committee made. 

Mr. Gary. In practically all cases where you seize a smuggler of 
diamonds, you do have to hold the diamonds as evidence against him 
when he is brought to trial? 

Mr. Emerick. That is correct. 

Mr. Gary. That being true, the disposition of the diamonds comes 
under the jurisdiction of the court? 

Mr. Emerick. It is a separate action, sir. We must take civil 
action in order to secure forfeiture of the diamonds because they are 
valued in excess of $1,000. Libel must be filed by the United States 
attorney in the United States district court having jurisdiction. 

Mr. Gary. And it is up to the court to determine what shall be 
done with the diamonds rather than the Bureau of Customs? 

Mr. Emerick. It is the court’s decision. General Services Adminis- 
tration will make application for certain types of merchandise for 
official use, but diamonds ordinarily would be sold. 


COMPENSATION FOR INJURY TO AGENTS 


Mr. James. Your men in the investigating service often run up 
against some pretty tough customers, do they not? 

Mr. Emerick. That is right. 

Mr. James. They run the risk at times of bodily injury or even 
assassination? 

Mr. Emerick. Yes. 

Mr. James. And have there been any such instances in the service 
in recent years? 

Mr. Emerick. No, not during recent years. Attempts have been 
made, but no one has actually been murdered. 

Mr. James. In the event a man were to be killed, or disabled, what 
form of insurance or compensation is available to take care of the needs 
of his family? 

Mr. Emerick. There is no special compensation, to my knowledge, 
other than that provided for anyone disabled in line with their official 
activities. 

Mr. James. If it were thought proper to make some compensation 
available, that would require a private bill and an act of Congress? 

Mr. Emerick. Yes. 

Mr. James. What hopnened to that customs agent who contracted 
psittacosis from parrots 

Mr. Emerick. He was confined to the hospital in San Diego for a 

riod of 3 weeks. The disease was contracted in line with his official 

uties, so he was treated under the Public Health Service program. 
He has returned to duty. 
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Mr. James. His salary was continued and his hospitalization was 
paid for? 

Mr. Emerick. Yes. 

Mr. Srrusincer. There is one advantage that men who are engaged 
strictly in enforcement work have and that is a more liberal retirement 
system. 

“Mr. Emerick. Under our retirement law, which applies to the 
Bureau of Narcotics, the Secret Service, and the FBI, those engaged 
in a hazardous occupation may retire after 20 years of service at the 
age of 50 at 2 percent per year of his highest 5-year average salary, 
or roughly 40 percent of his annual salary. If he is to remain in his 
respective service for a 30-year period, he can retire at 60 percent of 
his highest 5-year average. That is the maximum retirement. 

Mr. James. If a man were killed in line of duty, there is nothing 
available to his family—no lump sum? 

Mr. Emerick. No, only the retirement. 

If I were killed in line of duty, my wife would receive one-half of 
what pension I am entitled to at my present age. 

Mr. James. For the remainder of her life? 

Mr. Emerick. Yes, or until she remarried. 

Mr. Gary. With regard to this retirement program that you 
mentioned, the men contribute to the retirement fund, do they not? 

Mr. Emerick. Six percent of their salary per year. 

Mr. Gary. How does that compare with the contributions made 
by other civil service employees? 

Mr. Emerick. The same. 

Mr. James. I have been interested in inquiring of the various 
agencies where men are employed in hazardous work, where they 
face the danger of severe injury, or even death in line of duty, with 
the idea of learning whether there is any provision made for their 
families in the event of death; having in mind that the Government 
has set up an insurance program for members of the Armed Forces 
whereby if a man is killed in line of duty the beneficiary of that man 
is provided for to the extent of $10,000, formerly on the basis of a 
very low-cost insurance program. I have often wondered why that 
same protection to families of men in other hazardous services has 
not been provided. 

Mr. CanFtE.p. I believe, too, Mr. James, you had in mind the case 
of the young Secret Service officer who died defending the President 
of the United States a few years ago. His widow, under existing law, 
was not entitled to any special insurance benefits. 

Mr. James. In fact, his case was the cause of my inquiry into this 
matter. It is something that the Congress should give attention to. 
That particular man, having served only a short period of time, had 
not built up a very great amount of protection for his family and he 
left them with almost nothing to get along on after his death. 

Mr. Canrtevp. I think that the record at this point should show 
that I introduced a bill to provide special relief for the widow in that 
case and it was not approved by a subcommittee of the House Judi- 
ciary Committee on the ground there were not laws protecting the 
widows of policemen serving in the District of Columbia and in some 
States of the Union. My bill would have given her $5,000. It was 
similar to a bill passed some years ago on behalf of the widow of-an 
FBI agent killed in action. 
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RETIREMENT REGULATIONS 


Mr. PassMAN. Pursuing that line of thought, do you have any 
cases in your department where a man and a wife work? 

Mr. Emerick. Yes, we do. 

Mr. Passman. Of course, they both pay a percentage of their 
salaries for civil-service retirement. When they reach retirement age, 
inasmuch as both are working, paying the full amount required a 
law, does each of them draw the maximum benefits under the law? 

Mr. Srrupineer. Yes. There is one proviso, or rather one diffi- 
culty in getting a full annuity. If each declares survivorship, then 
the amount of the annuity is reduced. In other words, by my declar- 
ing my wife to take my annuity, then my annuity would be reduced. 

Mr. Passman. If you are working as indivicuals and reach retire- 
ment age and there is no provision in there, you would draw the maxi- 
mum benefits? 

Mr. Srrupinger. Each person would draw the maximum benefits. 

Mr. PassmMan. Under social security, if a man and his wife are 
working, they both pay the full assessment; when they reach retire- 
ment age only the husband receives the maximum benefits and his 
wife accepts a lesser amount. I think it is discrimination. 


SMUGGLING OF LIVESTOCK FROM MEXICO 


Now, Mr. Emerick, in your opening statement you stated: 


Customs agents on July 9, 1953, seized 64 head of Charolaise cattle at Lafayette, 
La. The cattle were appraised at a value in excess of $1 million. 

Who arrived at that value; what department? 

Mr. Emerick. The appraiser of merchandise in Louisiana; the 
United States appraiser. 

Mr. Passman. Inasmuch as there are only 64 head of cattle in- 
volved, how did he arrive at such a high appraisal? 

a Emerick. They are all purebred breeding stock, Charolaise 
cattle. 

Mr. Passman. We do have in our State a species of cattle known as 
Charbray, a cross between a Brahma and a Charolaise, and of course 
the market value is very much lower than the regular run of cattle. 

Mr. Emerick. In this case the cows are valued at as much as the 
bulls, which is very unusual from the standpoint of breeding stock 
because heretofore the Charolaise bulls have been imported but no 
Charolaise cows. 

Mr. Passman. I am not defending any violator of the law, but I 
know Alphe A. Broussard, I have known him for many years, and he 
isa Christian gentleman. He is a community builder, and [ am happy 
to see in your statement that he first attempted to effect a legal 
— tation from Mexico and a legal entry into the United States. 

r. Emerick. That is right. 

Mr. Passman. Was the appraiser that you used to appraise the 64 
head of Charolaise cattle in excess of $1 million a Federal employee? 

Mr. Emerick. He is an appraiser of merchandise, yes, in the 
Louisiana district. That action was taken in accordance with a 
provision of the tarift act. 

Mr. Passman. At this particular time, is it legal to import these 
bulls from France? 


| 

| 

x, 

4 
I 


409 


Mr. Emerick. Not from France; no. 

Mr. PassMAN. From what countries is it legal to import them? 

Mr. Emerick. They could be imported from Mexico, from certain 
areas in Mexico. The foot-and-mouth ban was not in effect at the 
time they were smuggled into the United States. However, the Bu- 
reau of Animal Industry would not issue a permit because the cattle 
came from a state in southern Mexico which was not considered to 
be free from the foot-and-mouth disease. 

Mr. Passman. With regard to the Charolaise bulls that have been 
imported to this country, do you have any idea what the purchaser 
paid for those bulls—the ones that we have imported? 

Mr. Emerick. No, sir. 

Mr. Passman. Did the Government appraiser employ any outside 
appraisers not connected with the Government to help him arrive 
at this figure? 

Mr. Emerick. Ordinarily, if he is not familiar with the commodity 
that is before him for appraisal, he will call in assistants from the trade. 

Mr. PassmMan. He must have had some basis for valuing the cattle 
in excess of $1 million. I wonder what basis he used. 

Mr. Emerick. I do not know. In the usual course of appraise- 
ment he would call in cattle people for advice as to the value of a 
particular animal. 

Mr. Passman. It is my understanding that the cattle people of 
Louisiana have been fighting for years to keep the Charolaise out of 
Louisiana because Louisiana has developed into quite a livestock 
State. I wonder if it could be that those men called in on the ap- 
praisal were prejudiced or biased in arriving at this high figure. 

Mr. Emerick. He would ordinarily call in people whom he would 
consider to be qualified in their particular field. 

Ba PassMan. Cattle people, of course; livestock people, I should 
think. 

Mr. Emerick. That is right. 

Mr. Srrusincer. If I may interject something here, as I remember 
this case when it first developed, there was a record of previous pur- 
chases by Broussard of this same type of cattle. In addition to that, 
as I remember the file, there was information in the file that indicated 
the sale price of these cattle in Mexico, which had a lot to do with the 
declaration of the value made by the appraiser. 

As I mentioned sometime ago, I was very much surprised at the 
value, and I did inquire into it and the appraiser down there satisfied 
= ne the value was a good one based upon the information that 

e had. 

Mr. Passman. I am not questioning you; I am not questioning the 
appraiser, and I am not trying to make a court out of this committee, 
but I still question that for 64 head of cattle whether the real value 
would be in excess of $1 million. There is bound to be some way to 
arrive at an appraisal, no doubt, and I am just wondering what means 
or methods are used, because it is my understanding that the livestock 
people in Louisiana are very much opposed to bringing in this partic- 
ular breed to Louisiana. That fight has been going on for years. 

Mr. SrruBinGer. I am sure that I can determine exactly how the 
appraisal was made and furnish that information to the committee. 

Mr. Passman. If it is permissible to do so. 
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(The following information was subsequently supplied: ) 


The appraised value of $1,008,250 for the 64 head of seized Charolaise cattle 
was determined after consultation with many well qualified Texas and Louisiana 
cattlemen and breeders. These men were asked for their expert opinions as to the 
price they would have been willing to pay for these cattle. The appraised value 
was based upon a compilation of this expert advice. 

It may be noted that prior to seizure, 3 immature bulls from this herd were 
actually sold for $52,500, or for $17,500 each. Application of this rate to the 
entire herd would result in a value well in excess of $1 million. 

Mr. Emerick. Our information is to the effect that Broussard 
agreed to pay $500,000 for the 64 head. 

Mr. PassMAN. Then the appraiser assessed the 64 head of cattle 
at twice the price that Broussard had agreed to pay had he been 
permitted to bring them in legally? 

Mr. Emerick. The appraisal is determined at the place and time 
of appraisement, and that was the appraised value at Lafayette, La., 
for the seized cattle. 

Mr. Passman. But Broussard had previously entered into an 
agreement with the owners to purchase them for $500,000? 

Mr. Emerick. That is my understanding of the deal Broussard 
had with the previous owner. 


DIAGNOSING OF HOOF-AND-MOUTH DISEASE 


Mr. Steminskt. When cattle like this come in, there is no way of 
determining by medical check whether they have hoof-and-mouth 
disease, is there? 

Mr. Emerick. I am not qualified to answer that question, Mr. 
Sieminski. I could not say. I do know when the foot-and-mouth 
disease ban is placed on cattle that stops all importation of cattle. 

Mr. Srruspincer. Apparently the answer to your question is ‘‘No”’; 
there is no way of determining whether or not they are carrying disease, 
because, as Mr. Emerick has said, once the ban is on we permit no 
cattle to come in. 

Mr. Sreminski. So there would not be any implication of a power 
squeeze here, or lobby politics in the Department of Agriculture, in 
the event some ranch in Texas, or some exclusive cattle breeder, or 
some cattle breeder with exclusive stock wanted to maintain this 
monopoly? 

To cite a specific case, is there any ranch or any breeder in America 
that breeds a pure type stock such as this which was seized? 

Mr. Emerick. No, sir. 

Mr. Passman. It was my understanding that Mr. Broussard em- 

loyed experts, not only in Mexico but after the cattle came in. 
here was a complete examination to make sure that they were not 
infected with foot-and-mouth disease. 

Mr. Emerick. That is a report we have received. 

Mr. Sreminskr. I wonder why he was turned down when he made 
an official request, above the table, to transact this deal? 

Mr. Emerick. The cattle came from a state in southern Mexico 
which had not been cleared on the foot-and-mouth disease ban. 

Mr. Sieminski. But there was no ban on cattle officially coming 
from Mexico generally. 

Mr. Emerick. That is correct. 
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Mr. Sreminski. Therefore, the point could be alleged that a power 
ig was pulled unwittingly or not in the Department of Agriculture 
to block him from bringing cattle across the border legally. There 
seems to be an inconsistency, you allow an above-the-board total 
exodus of Mexican cattle, you have no hoof-and-mouth ban, but all of 
a sudden a valuable exclusive cargo comes in. Somebody stops that 
cargo; he goes to the Department of Agriculture and buries his 
hatchet in the skull of this Broussard man; he says that the cattle 
came from an area with a ban on hoof-and-mouth disease. Why did 
we not say that there was no hoof-and-mouth ban? Why must we all 
of a sudden, ex post facto, come in here and throw a block against 
this man? 

Mr. Passman. Will the gentleman yield? It is my understanding 
that the President of Mexico and the high officials in Mexico were 
determined that this particular breed of cattle could not leave Mexico. 
Have you heard that story? 

Mr. Emerick. They would not issue a permit for the exportation, 
and now they are asking the State Department to have the cattle 
returned to Mexico. 

Mr. Steminski. When the request for the importation of these 
cattle to America was made, were the reasons cited for the refusal of 
the request? 

Mr. Emerick. I do not know. That was handled through Dr. 
Gooding of the Bureau of Animal Industry here in Washington. 
He is familiar with the subject. I am sure that he can give you 
gentlemen full information on that phase of the matter. 

Mr. Passman. If I may be permitted to make a further statement, 
I have heard the rumor that some high Mexican officials were in- 
terested in this particular breed of cattle and they were determined 
that none of them should come to the United States. I am certainly 
sorry that no member of your Department can comment on it. 

Mr. Emerick. Our investigations did not develop facts indicating 
that to be the case. 

Mr. Passman. Other than just rumors. 

Mr. Emerick. Just rumors, that is all. 

Mr. Sreminskr. Would this breed of cattle compete in any way 
with the present hardy stock that has been developed in America? 

Mr. Emerick. It would. 

Mr. Sreminskt1. In the Southern States? 

Mr. Emerick. It would, according to information that I have re- 
ceived from the cattle people. It would be a larger animal than the 
Hereford and the Chavbeay. 

Mr. Sreminski. Would it compete with the Charbray? 

Mr. Emerick. It would compete with the Charbray. It would 
probably develop a larger animal than the Charbray in a shorter 
period of time. 

Mr. Stemrinski. So the possibilities of a power play could be read 
into this deal. I do hope that fairness is Surved Some day, in a 
nation-wide drought and cattle famine, this one stock could be, 
quite possibly, the saviour of America—keep us from starving, who 
knows. The Mayans in Mexico exhausted their soil and perished. 
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EXEMPTIONS ALLOWED TOURISTS 


Now, what determines the allowance you grant a tourist or a 
traveler on merchandise, cashwise, to be brought in? Does that 
fluctuate according to any indices? 

Mr. Srrupincer. Yes. There are several restrictions on allow- 
ances. 

You are allowed $200 free entry if you are out of the United States 
over 48 hours, with the exception of along the Mexican border, in 
the State of Texas and New Mexico and Arizona. There you do not 
have to be out 48 hours, If you are out 12 days or more, you are 
allowed a $500 exemption once in 6 months. I forgot to mention that 
you are allowed $200 exemption only once in 30 days. 

Mr. Sreminski. That is fine. What sets the dollar allowance as a 
figure in your mind? 

Mr. Srrusincer. The dollar allowance on merchandise is the value 
as determined in section 402 of the Tariff Act, which is in effect the 
wholesale value in the foreign country. 

Mr. Steminski. When was that act passed? 

Mr. Srrusincer. Nineteen hundred and thirty. 

Mr. Steminski. And the cost of living today since 1930 has gone 
how high? 

Mr. SrrupinGcer. Well, I am no expert on that, but around 150 
percent, I would say. 

Mr. SreMINSKI. While it was valued at $200 in 1930, it would prob- 
ably today be worth about $60. 

Mr. Srrusincer. May I correct myself. The allowance in the 
Tariff Act of 1930 was only $100. Very recently the additional 
amounts were made effective. 

Mr. Steminski. So this additional adjustment was made no doubt 
with the cost-of-living index in mind? 

Mr. Srruspincer. It was, sir. 

Mr. Sreminski. Of course, to be fair, the cost of production abroad 
after the war was very much less, as 1 understand, than in 1930, so 
os seem to have kept pace in the Department with these cost factors, 

ave you not? 

Mr. SrruBincer. Yes. 


SMUGGLING OF GOLD 


Mr. Stemrnskr. We hear that gold, according to United States 
News and World Report, recent edition, is possibly Russia’s new 
secret weapon. 

I recall in October of 1951, in the Congressional Record and in the 
hearings here, I asked the status of gold smuggling. I asked about 
gold, opium, and diamonds. Can you tell us anything about gold? 

Mr. Emerick. Gold smuggling is not a problem today. The re- 
lease of gold to the markets of the world by the Soviet Union has 
brought the price of gold down to approximately our price per ounce, 
so that our gold-smuggling problems for the present are history. 

Mr. Gary. Your problem was the smuggling of gold out of the 
United States instead of into the United States. 

Mr. Emerick. Today, the world price is such that it does not en- 
courage the smuggling of gold either way, so we are in a very good 
position in regard to gold smuggling. 
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Mr. Steminskt. Could we take that sort of an approach in dia- 
monds by causing the monopoly in Africa to be cracked, thereby 
gushing in a diamond flow? Would that ease our problem in the 
United States on the diamond situation? 

Mr. Emerick. No, sir; I do not believe that it would have any 
effect at all. 

Mr. Sreminski. How about this recent food surplus deal? Suppose 
we sell to the free world. Would customs people abroad have any 
way of tracing whether the food given, presumably to keep the world 
free, flowed to Iron Curtain countries? 

Mr. Emerick. It would be possible if we had the personnel. Since 
we have only a skeleton staff scattered over the countries it would be 
impossible to handle an investigation of that magnitude. 


DISPOSITION 


OF SURPLUS FOOD 


Mr. Sremtnskr. Do you have any information surplus food items 
might be used in a brokerage deal, that the free world might be 
buying them to transship behind the Iron Curtain for a profit? 

Mr. Srrupincer. Mr. Sieminski, exports from the United States 
have to be declared as an exportation, and we get an export declaration 
which supplies the name of the consignee and the country to which it 
is going to be exported. 

Through export-control procedures, both in this country and in the 
foreign countries, we would have a means of tracing the final dispo- 
sition of the foodstuff. It is very difficult to trace it, but in numerous 
instances we have traced merchandise such as steel, exported ostensi- 
bly to go into France, Belgium, or Western Germany, and it developed 
later it was transshipped behind the Iron Curtain. We then proceeded 
against the exporter in this country to see whether or not there was a 
conspiracy to violate the export-control laws. 

It would be very difficult to trace every shipment, but there are the 
means available to find out whether or not there was such a plan 
involved. 

Mr. Sreminski. The distinguished Prime Minister of Great Britain 
who appeared before a joint session of the House and Senate a year 
ago or so, said that he came not for money but for steel, and when he 
said it he had a bulldog look as though he meant he really wanted to 
have that steel for defense. With all due respect to the distinguished 
Prime Minister do you know whether any steel was given and if any 
of that steel did find its way behind the Iron Curtain? 

Mr. Srrusincer. No; I do not. 

Mr. Sreminski. I recall while our boys were dying in Korea in 1951, 
one morning in November, we arrived at Antwerp Harbor; there we 
saw a Soviet troopship, the Vladivostok, slipping out for home, just 
refurbished. 

While we are at it, Mr. Chairman, I want to express here my 
appreciation of a recent telegram from the American Legion, the 
Quinn Post of Jersey City, protesting the contemplated export of 
butter and cottonseed oil to Iron Curtain countries. After that 
protest went up in the land, Secretary Weeks said that the shipment 
would not take place. Some said we should send it only to keep the 
free world free. That is fine if the food goes in the stomachs of the 
people who need it in the free world; it would be good to be able to 
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say that we are alert to the possibilities of this being one of the slickest 
trades a I don’t want to see the American Legion boys 
who sent the telegram pay taxes to support both the farmer and the 
Reds, thus giving them a defeat; the Reversion bought the food 
from the farmer, which it had to do to keep the farm going, and then 
with the middlemen of Europe, taking the cream of the profit, sliding 
the food behind the Iron Curtain to the advantage of Red regimes. 

Mr. Garcuety. Mr. Sieminski, I] think that it might be well to 
note that the diversion problem, that is, the diversion of merchandise 
shipped from the United States to friendly nations and from there to 
Iron Curtain countries, is one of the major enforcement problems 
faced by the export-control people in the Depustiowt of Commerce. 
They are working on that problem all the time and have great diffi- 
culty with it. 

Mr. CanFIEeLD. The committee will now adjourn until 9:30 o’clock 
tomorrow morning, when we will resume with Customs. 


WEDNESDAY, JANUARY 27, 1954. 


Mr. Canrie_p. The committee will now come to order for further 
presentation of the request of the Bureau of Customs. 


SEARCH FOR UNCONVENTIONAL WEAPONS 


Mr. Emerick, you told us yesterday that special efforts had been 
made by the Bureau to instruct customs personnel in the examination 
of merchandise and baggage on unconventional weapons for attack. 
You went on to say valuable information on atomic weapons has 
been released by the Atomic Energy Commission under a low security 
classification which has made it possible to give this information 
wide dissemination. 

Would you be good enough at this time to tell us a little more 
about what Customs does in respect to this, and touch on the cooper- 
ation extended by the United States Coast Guard? 

Mr. Emerick. During the past year an employee in the chief 
chemist’s office in Philadelphia was detailed to make a tour of the 
United States and to deliver lectures at all principal ports on uncon- 
ventional warfare weapons. The lecture was given to customs in- 
pie port patrol officers, examiners, and examiners’ aides, and 

employees whose duties were in connection with the examination 
of imported merchandise, or the searching of vessels, vehicles, and 
other carriers. 

In addition, the Atomic Energy Commission released to the Bureau 
of Customs, on a very low classification, detailed information on 
atomic weapons. That information was released by the Bureau to 
the several collectors of customs and appraisers of merchandise and 
employees in both departments. 

n addition, the Atomic Energy Commission also furnished more 
complete information to those employees in the Bureau of Customs 
having “Q”’ clearance. 

I believe at the present time the Bureau has employees who are 
quite well informed on the various kinds of unconventional warfare 
weapons. 
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In connection with the port security program, which is carried out 
by the United States Coast Guard, the Bureau of Customs is called 
upon to furnish searching squads to search vessels having visited 
Soviet ports, or vessels in the service of the Soviets, or Soviet satellite 
countries. 

On occasions the Coast Guard will augment customs searching 
squad, and on every occasion when a suspected vessel of the foregoing 
category comes to port, Coast Guard furnishes boarding officers who 
waren a customs boarding officer in the boarding of a suspected 
vessel. 

When the suspected vessel has been searched at a point designated 
by the Coast Guard captain of the port and it is decided it is safe to 
permit it to come into dock, customs furnishes a double guard for that 
vessel, one man on the ship and one man from the dockside. 


RESPONSIBILITY OF PORT-SECURITY FROGRAM 


Mr. Canrretp. Is this the primary responsibility of one or the 
other agencies, or is it a combined responsibility? 

Mr. Emerick. The port-security program is the responsibility of 
the Coast Guard. We cooperate with the Coast Guard in every way 
possible in assisting them in carrying out their program. In some 
places we do not have sufficient personnel to furnish searching squads. 

For instance, at Norfolk, where they conduct all searches of vessels 
coming into Baltimore and Bay, we have a small searching squad and 
the Coast Guard will ordinarily have the majority of personnel for 
the searching squads and customs will have one or two officers on the 
squad. 

SEARCH FOR UNCONVENTIONAL WEAPONS 


Mr. CANFIELD. It is true, however, that the men of customs who 
search the ships for narcotics and other smuggled goods are also 
searching for any unconventional weapons? 

Mr. Emerick. Yes. 

Mr. Canrietp. Whether they are ships that have been behind the 
Iron Curtain or not? 

Mr. Emerick. Yes. 


NARCOTICS IN ARMED FORCES IN KOREA 


Mr. Canrrecp. Mr. Emerick, you may recall last year there was 
some reference to the report of visiting United States clergymen to 
Korea with regard to the narcotic situation they said they found 
among our troops over there. While you have representation in 
Hong Kong and Tokyo, do you have any whatever in Korea? 

Mr. Emerick. No, sir; not in Korea. We have now in Tokyo one 
agent whose duties are entirely of an enforcement nature; primarily 
narcotics. He left Hong Kong for Tokyo on January 12 and has 
not had time to really get into production. He already has made 
contacts with the Army investigative staffs there in Tokyo and has 
had wonderful cooperation on one Secret Service case that he has 
investigated regarding the counterfeiting of money, our experience 
in this case indicates we are going to get considerable assistance from 
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the military authorities headquarters in Tokyo, which in turn has 
jurisdiction over the Korea area. 

Mr. Canrretp. In his testimony before this committee Dr. 
Anslinger, head of the Bureau of Narcotics, seemed to think that 
the situation among our troops in Korea is improving. 

Would you know where any opium products sold in Korea would 
probably originate? 

Mr. Emerick. No, sir; I would not know definitely. I have 
heard, but not of my own knowledge could I testify as to that. 


SMUGGLING IN THE PORT OF NEW YORK 


Mr. Canrie.p. We also called to Dr. Anslinger’s attention some 
recent stories appearing in New York newspapers to the effect that 
the smuggling of narcotics is on the increase in the Port of New 
York. r. Anslinger stated definitely those reports were not true. 
Have they come to your attention? 

Mr. Emerick. I have heard the reports and I have read the articles 
in various newspapers on the subject, but like Dr. Anslinger, 1 do not 
believe they are true. 

The seizures made in New York indicate they are not true, and 
New York is manned by Federal officers to a better extent than any 
other section of the United States—from the standpoint of narcotics 
enforcement. 

SECURITY RISKS 


Mr. Canrietp. Mr. Emerick, does your agency have charge of 
loyalty examinations within the Bureau of Customs? 

Mr. Emerick. Yes. We also make security investigations under 
the Executive order for the agents in charge and supervisors of the 
Secret Service, and they in turn are going to perform that service 
forus. That is, certain phases of the investigation—the neighborhood 
checks and the credit investigations. 

Mr. Canrietp, What can you tell us about the Bureau of Customs 
with reference to this program—the loyalty and security picture? 

Mr. Emerick. We are just getting started on our investigations 
now, Mr. Canfield. The instructions are issued on investigations. 
Forms are being prepared for the sensitive positions as well as the 
nonsensitive investigations which are made in the case of all applicants 
for those positions. 

Mr. Canrietp. Were there any dismissals last year through this 
program? 

r. Emerick. There have been, to my knowledge. I had better 
ask Mr. Strubinger to answer the question. 

Mr. on oe pang We have had several dismissals because of secu- 
rity risks, 

Mr. CanrreLp. When you say “several,” does that indicate a small 
number? 

‘ Mr. Srrusincer. I would imagine in the neighborhood of half a 
ozen. 

ri PassMAN. How many employees do you have in your depart- 
ment? 

Mr. Srrupincer. At the present time approximately 8,000. 
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Mr. Passman. Of those dismissed for security reasons, are any of 
them known Communists or former Communists? I am speaking 
now of the six. You say you dismissed only six for security reasons. 

Mr. Srrusincer. Yes. I| think that is about the right number. 

Mr. Passman. Of the 6 dismissed out of the 8,000, are any of them 
known Communists or former Communists from established records? 

Mr. SrrusinGer. At least the records indicate there was a contact, 
or there had been a previous membership to such an extent we felt 
it was a definite security risk. 

Mr. Passman. All six of them? 

Mr. Srrupincer. Yes, all six of them. 


CATTLE SMUGGLED FROM MEXICO 


Mr. Canrietp. Mr. Emerick, going back to the seizure of cattle 
brought into the United States from Mexico, I have one additional 
question, and it is this: Who pays the cost for the care of these 
confined cattle? 

Mr. Emerick. The Bureau of Customs pays the cost. When the 
case is settled the costs are reimbursed from the proceeds of the 
sale, or on petition the petition is granted usually with the understand- 
ing that the petitioner pays the cost incidental to the seizure. 


SECURITY RISKS 


Mr. Gary. Mr. Strubinger, you stated you had dismissed six 
employees during the past year as security risks. Are they the first 
that were dismissed in your department as security risks? 

Mr. SrruBincer. No, sir; they are not. 

ee Gary. How long have you been dismissing them as security 
risks? 

Mr. Srrusineer. This program has been going on ever since the 
loyalty program was first instituted in about 1947. 

Mr. av. That was the loyalty program instituted by President 
Truman? 

Mr. Srrusincer. Yes. 

Mr. Gary. Will you put a statement in the record showing the 
number that have been dismissed each year since that time? 

Mr. Srrusincer. I will be glad to furnish it for the record. 

Mr. Gary. Dismissed for security reasons. 

(The information requested will be furnished to the committee.) 


TRAFFIC IN PSITTACINE BIRDS 


Mr. Canrie.p. Mr. Emerick, you discussed at some length yester- 
day the illegal traffic in psittacine birds. I recall in yesteryear your 
telling us of some of the unique techniques developed by these so- 
called bootleg mobs in bringing these birds into our country from 
Mexico. Are they still doping the birds with the fruit of the cactus? 

Mr. Emerick. No, sir, I do not believe that is the case. There is 
one seizure reported to that effect, but that is the only one. 
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METHOD OF PRINTING MARINE PUBLICATION 


Mr. CanrFieup. Mr. Strubinger, in what manner did you revise the 
method of printing the large marine publication where you indicate 
an annual savings of from $25,000 to $30,000? 

Mr. Kina. Formerly the printing of the merchant vessels of the 
United States, which is a sommes tating of the documented vessels 
that are owned by citizens or corporations of United States nationality 
was by plate esas J the Government Printing Office. The cost 
of this publication, which is required by law to be printed annually was 
approximately $40,000. In view of the possible reduction of this cost 
we had a survey made and determined by using a card-index system, 
which in effect listed the names of every vessel, the ownership and a 
complete description, a card could be typed and inserted alphabeti- 
cally in the filing equipment, which would result in a page by page 
listing of the vessels in alphabetical order. 

At the time the list of merchant vessels was to be printed the filing 
equipment containing the page of the vessels could be photographed 
and reproduced by the offset printing method which reduced the 
expense of the reproduction of the merchant-vessel list from an 
annual cost of about $40,000 a year to approximately $10,000. 

Mr. Srrusincer. What we actually do with this card index is to 
photograph it and make an offset plate for it and do it on an offset 
press rather than sending it over to the printer, who has to set up 
=~ itype for the whole thing. The big cost in this was the setting up 
of the type. 

Mr. lint. Mr. King said it was made by plate printing. You 
do not mean by steel-plate printing; you mean they made photo- 
a, 2 plates for letterpress printing. There is a vast difference. 

r. Kina. That is right. 

Mr. James. That was certainly a very commendable decision on 
your part. It is just as serviceable as if you do it by the former 
method. 

APPRAISEMENT WORKLOAD 


Mr. CanFie.p. In the field of appraisement you indicate a sizable 
backlog of work. If this work could be kept current would it increase 
the revenues of the customs service materially? 

Mr. Srrupincer. Mr. Chairman, there would be no noticeable 
increase in the revenue. However, the money due the Government 
and the money due the importer would be paid much quicker and the 
final matter would be decided much sooner if these appraisals could be 
kept current. 

REIMBURSABLE WORK 


Mr. Canrrexp. Is the work performed by the customs service for 
other agencies of Government performed on a reimbursable basis? 

Mr. Srrusincer. With the exception of the export-control pro- 
gram, it is not reimbursable to the customs service. 

Mr. CanrieLp. What percentage of your work do you anticipate 
will be for other agencies of the Government? 

Mr. Srrusincer. We have never attempted to keep records on 
work performed for other agencies. I am unable to hazard even a 


guess what that percentage would be. 
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ADVISABILITY OF INCREASING PERSONNEL 


Mr. CanFietp. The workload of your service seems to be going up 
all the time and certainly it is good testimony of increased efficiency 
all along the line, yet the number of employees has been going in the 
other direction. ould it be in the interest of better service and 
collection of more revenue to provide additional employees? 

Mr. Srrupincer. Mr. Chairman, we feel we probably could render 
better service to the public if we had additional employees. However, 
we are still examining all our procedures and operations with the idea 
of performing the work that has to be done in an efficient and effective 
manner, and we hope that by changes in procedure we can do a good 
job within the limits of this estimate. 


INSPECTION OF BAGGAGE 


Mr. Canrie.tp. Mr. Strubinger, when this committee visited the 
customs operation in New York shortly before last Christmas there 
was some testimony on the part of employees that insofar as baggage 
inspection is concerned, if a situation developed where an inspector 
took it upon himself for good reasons to make a wider check, that is, 
to check more parcels than ordinarily are checked, he was obliged to 
give to his superiors a good reason therefor. This causes him, in 
effect, to hold back at times. 

I think in fairness to you we can tell you now the Secretary of the 
Treasury, and the Assistant Secretary of the Treasury, the latter 
being in direct charge of customs, told us in their appearances earlier 
this was definitely not so. 

We would be glad to hear from you on that point. 

Mr. Srruspincer. Mr. Chairman, the instructions issued by the 
Bureau in Washington to our field offices authorize the examination 
of one piece of baggage out of whatever number the passenger was 
carrying. However, those instructions also gave to the inspector 
absolute discretion as to the number of additional parcels he thought 
it would be necessary to examine. 

1 know of no instructions issued by any local office that would 
require an explanation on the part of an inspector where he decided 
to examine more than one piece of baggage. 


CIVIL SERVICE GRADING OF PORT PATROL OFFICERS 


Mr. Canrietp. What is the story about civil service grading of 
port patrol officers? 

Mr. Srrupincer. The Civil Service Commission is considering a 
revision of its standards covering port control officers. They sug- 
gested to the Department that port control officers assigned to search- 
mg squadrons be reallocated from grade CPC-7 to GS-7. The matter 
was considered by the Department and by the Bureau, and also with 
our field offices. At about the same time we were considering the 
merging of our searching squads with our regular port patrol force. 
This is particularly true in New York. We did that with the idea 
that if those forces were merged, on days when we did not have vessels 
we thought were security risks from the standpoint of contraband, that 
the port patrol officers would be assigned to fixed posts of duty on piers. 
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In New York we had about 60 men assigned full time to searching. 
An examination of the records of the vessels search up there indicated 
in some instances, vessels were searched on a Monday that had come 
into port on Saturday or Sunday. Actually, in those cases there were 
no vessels that arrived on Monday, and the searching squads were put 
to work on vessels that had been in port anywhere from 24 to 48 hours, 
and we felt that this was a useless gesture; that if the vessel was unpro- 
tected and unguarded during 48 hours, why search it on Monday, so 
we felt by merging these forces we could better utilize our entire patrol 
force, and that is the reason why we have as yet not reached an agree- 
ment with the Commission on the regrading of these employees. 


TRAINING FOR PORI PATROL OFFICERS 


Mr. Canrievp. There was also some testimony in New York that 
members of the United States Coast Guard were being trained to 
perform the duties of port patrol officers. Do you know about that? 

Mr. SrrvuBINGER. Yee ;I do 

About the middle of the summer Secretary Rose contacted Admiral 
Richmond and myself with the idea of seeing whether or not the 
Coast Guard might help us on our regular port patrol duties with 
yr to fixed post assignments. 

n New York, under the port security program, certain piers were 
designated as sensitive areas, and under the port security program 
carried out by the Coast Guard, Coast Guard men were actually 
stationed at the pier head in this particular area. 

We found in some instances that on certain arrival of vessels we 
had a patrol officer standing right beside the Coast Guard officer, or 
seaman, and we felt that where there was a vessel we wanted to guard, 
and at the same time the Coast Guard, for security reasons also as- 
signed a guard, it just made sense to us to have one man perform both 
those functions. 

We actually did hold a training course for about 80 members of the 
Coast Guard port security force, giving them the necessary training 
for customs purposes. 

I am not sure whether or not at this time that program is still being 
carried on because I understand there has been a curtailment of the 
port security program as far as the Coast Guard is concerned, but we 
were ready to go ahead with it. 


. 


SUMMARY JUSTIFICATION DATA 


Mr. CanrieLp. Without objection pages 114 through 123 of the 
justifications will be inserted in the record at this point. 
(The pages referred to are as follows:) 
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Analysis of appropriation base for fiscal year 1955 


Reductions: 
Activity No. 1, assessment and collection of duties, 
Activity No. 2, appraisal of imported merchandise __ 4, 400 
Activity No. 3, investigations of violations of cus- 
toms and related laws and regulations.__________ 8, 400 
Activity No. 4, audit of collection and merchandise 
314, 600 
Activity No. 5, analysis ‘and identification of mer- 
chandise for tariff 5, 900 


Activity No. 6, executive direction________________ 18, 400 


Additions: Activity No. 1, assessment and collection of 


Appropriation estimate for 1955__................-.--..- 


Increase or decrease from total appropriation, 1954_______. 


Comparison of appropriation base with appropriation estimate for 1955 


eS base | Appropriation esti- Increase or 
lor 1955 mate for 1955 decrease 


Activity 


1, Assessment and collection of duties, 
5, 732. 5 |$30, 325, 700 |5, 732. 5 |$30, 325, 700 
2. Appraisal of imported merchandise____|1,058.4 | 4,919, 800 |1,058.4| 4,919,800 

3. Investigations of violations of customs 
and related laws and regulations. __- 269.8 | 1,898,300 | 269.8] 1,808,300 

4. Audit of collection and merchandise 
accounts. -| 153.1 851, 000 153.1 

5. Analysis and identification of mer- 
chandise for tariff 117.7 704,000 | 117.7 704, 000 |.......- 
6. Executive direction nn 225. 4 1,301,200 | 225.4 | 


Total appropriation, 1954, and 
appropriation estimate for 1955.._|7, 630.9 | 40, 500, 000 7, 556. 9 


GENERAL STATEMENT 


The program of the Bureau of Customs is to effectively and efficiently perform 
its major functional responsibility of administering the provisions of the Tariff 
Act of 1930, as amended. Operationally, this involves the processing of all 
merchandise, carriers, and persons entering the United States in a manner so that 
international trade is facilitated, the revenue is protected, and all harmful or 
illegal importations are excluded. Certain navigation laws, and the laws and 
regulations of many other Government departments and agencies affecting im- 
ports and exports, are also administered or enforced by Customs. 

As an enforcement organization, Customs is concerned primarily with combat- 
ing smuggling and frauds on the revenue, and also enforces the regulations of 
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many other Federal agencies. These agencies include the Treasury’s internal 
revenue service (Customs collects internal revenue taxes on imported merchan- 
dise), Bureau of Narcotics (the exclusion of narcotics is one of Customs’ primary 
responsibilities, and close cooperation is maintained on other narcotics problems), 
and the Bureau of the Mint (Customs guards against illegal exportations of gold, 
and sees to it that imported gold gets into the proper channels). Customs works 
hand in glove with the Immigration and Naturalization Service, and at some 
places performs the entire immigration function. Similarly, at other places, 
immigration officers perform both customs and immigration functions. veral 
Department of Agriculture bureaus make use of Customs’ frontline position to 
enforce quarantines on plants and farm products and to police import quotas. 
Close cooperation is maintained with the Public Health Service. ustoms also 
enforces the Export Control Act on behalf of the Department of Commerce, and 
funds are transferred from that Department for this purpose. Customs controls 
exports of munitions for the Department of State and of fissionable and related 
materials for the Atomic Energy Commission. In each case, Customs performs 
essential functions which could not be performed by the other agencies except at 
prohibitive expense. 

Customs’ workload during fiscal year 1953 reached alltime record heights. 
Nearly every major category of workload substantially exceeded the estimates 
shown in the 1953 column of the 1954 budget. Formal entries totaled more than 
981,000, 12.5 percent higher than 19/2, and nearly 50,000 entries above the pre- 
vious peak year of 1951. Nearly 118 million persons entered the United States 
from foreign countries during last fiscal year, a large increase (12.1 percent) over 
the previous year. This was the second year in succession when the increase over 
the prior year exceeded 10 percent. The number of automobiles, buses, vessels, 
aircraft and other carriers of persons or merchandise arriving from foreign coun- 
tries totaled nearly 31 million an increase of 8 percent over 1952. 

The volume of importations by mail continued its strong upward trend. 
Nearly 28,500,000 foreign mail packages were received, or 12.2 percent more than 
in 1952. Of this number, 2,022,000 were examined for customs purpose. The 
number of entries covering merchandise imported through the mails reached 
650,000, 11.4 percent above 1952. 

Although only a portion of fiscal year 1954 has passed, most workload volumes for 
this year are continuing to show increases over comparable periods of last year. 
It seems likely that new record highs will be recorded again this fiscal year. 

Congressional approval of the Customs Simplification Act of 1953, approved 
August 9, 1953, was of major importance to the customs service. Numerous 
procedural simplifications have been and are being made, under the authority of 
this legislation. One of the most significant actions stemming from the Customs 
Simplification Act was the elimination of 100 percent verification of entry liquida- 
tions by comptrollers of customs. The selective verification of such liquidations 
now in effect releases manpower which is being applied to reducing present huge 
backlog of unliquidated entries in collectors’ offices, and eventually will permit 
a net reduction in customs personnel devoted to liquidation activities. Other 
significant provisions, such as the elimination of touring permits, have permitted 
our border staffs to process the large increase in vehicles entering without serious 
delays or harassment to travelers. 


No allowance made for net cost of within-grade and longevity promotions 

The estimate does not provide funds to cover the net cost of within-grade and 
longevity promotions required by law. Based on this Bureau’s experience, the 
estimated net cost of these promotions in fiscal year 1955 is $448,800. The cash 
cost of these promotions has the effect of reducing the average —— 
obtainable from the 1955 estimate by about 114 average positions. he large 
amount estimated for 1955 results directly from the reclassification of inspectional 
positions, effective August 2, 1953, which removed a large number of customs 
employees from the top-of-grade category and made them eligible, again, to 
receive within-grade promotions. 


9 

2 
< 


‘ 
3 


| 


£ 6 86+ 

$28 ‘968 ‘OT ‘Or 
Z18 ‘L90'9 
Z10 “FS 


a3 

Tic 


E+ 


$313 


3° 


96 “S$ Jo SUIOISN. 
66F ‘820 ‘ZES$ SUTOISN) 
:00T$ JO soo PUR SUOTIETIOD 
uo 
aed uo seeAoidure Jo Jequinu 
L¥61 [VISY 1000104 


PUR A 
-UNOO ZUTATIIV JO SUOSJed JO 


Sepijue 


LYE] savah yoosy yuvoyfrubry 


423 
822 
att) gs 
aja 
= 23 | 
228) | 
g| att] 2838/5 
888) 
gi, 
$3 
| 
ett] 
| 
4 i| 
5 | } 
| | 
| > 


424 


EXPLANATION OF LANGUAGE CHANGES 


Aside from the budgetary amounts, three language changes are recommended: 

1. Delete the phrase “examination of estimate of appropriations in the field.” 
This language has been made unnecessary by section 1314 of Public Law 207, 
83d Congress, approved August 7, 1953, which established this authority as 
permanent legislation. 

2. Delete the phrase “and not to exceed $1,220,000 for personal services in the 
District of Columbia exclusive of 10 persons from the field force authorized to be 
detailed under law (19 U.S. C. 1525).””. This change would delete the limitation 
on the amount which may be paid for personal services in the District of Colum- 
bia. This limitation was established many years ago when it was feared that 
there might develop too large a Washington staff unless a specific ceiling was 
prescribed. The Bureau of Customs has moved very strongly in the opposite 
direction, namely, toward greater and greater decentralization of responsibility 
and authority to field offices. The Washington headquarters staff, as indicated 
in the following justification, provides field offices with (a) policy guidance and 
direction; (b) advice and decisions, both legal and administrative, with respect 
to the technical aspects of customs administration; (c) control and direction in 
the fields of budget, management, personnel, fiscal, and administrative services 
operations; and Cf) coordination, representation, and contact with headquarters 
offices of other Government agencies and bureaus. Its staff and costs are clearly 
segregated and set forth as a separate activity under the heading ‘Executive 
Direction.” Full control over headquarters staffing and costs can easily be 
maintained through the examination of this activity. It is believed that the 
existing limitation is unnecessary. Its elimination will also make possible some 
simplification in the accounting operations of the Bureau. 

3. Insert the phrase “awards of compensation to informers as authorized by 
the act of August 13, 1953 (22 U. 8. C. 401).” Public Law 264, approved August 
13, 1953, made all provisions of law relating to the seizure, forfeiture and con- 
demnation for violation of customs’ laws, and all related provisions of law, 
applicable to export control violations. The law provides, however, that 
“awards of compensation to informers under this section may be paid only out 
of funds specifically appropriated therefor.” 

Such awards of compensation are payable by this Bureau in connection with 
violations under the Gold Reserve Act, the Narcotic Drug Import and Export 
Act, the Neutrality Act, the Marihuana Tax Act, or other similar legislation, the 
export control features of which are administered by the Bureau of Customs under 
its regular appropriation ‘Salaries and expenses, Bureau of Customs.” Ac- 
cordingly, authority to make such awards of compensation to informers in export 
control cases is requested. 

A similar insertion-is being requested in the export control appropriation of the 
Department of Commerce, a portion of which is transferred to Customs for en- 
forcement of the Export Control Act of 1949, as amended. 

When the two language insertions have been made, both of the appropriations 
from which the Bureau of Customs would pay such awards of compensation would 
be adequately covered. No change in the budget estimate is contemplated by 
reason of this additional language. 


ANALYSIS OF APPROPRIATION BASE 


REDUCTIONS 


1. Reductions in full-time personal services 

(a) It is estimated that reductions will result from operating and procedural 
improvements made possible by the Customs Simplification Act of 1953 (Public 
Law 243, approved August 8, 1953) and from numerous other operating and 
procedural improvements which, it is believed, will result from further intensifi- 
cation of this Bureau’s management-improvement program and from a broader 
application of the principle of selective inspection and supervision of imports 
particularly those coming in through seaports of entry. . It is anticipated that 
the results will be accomplished largely through the nonfilling of existing positions 
as they become vacant. It is expected that such reductions will be effected 
primarily in seaport inspectional operations and will amount to $245,500. 

(b) In addition to the actual savings in 1955 estimated to result from the 
application of the Customs Simplification Act provisions, the provision in the act 
which authorizes the Secretary of the Treasury to determine the extent to which 
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comptrollers of customs shall verify the collectors’ liquidation of entries is expected 
to release approximately 50 liquidators from the comptrollers’ offices, where large 
backlogs of unliquidated entries have accumulated. Accordingly, it is planned to 
transfer these 50 liquidator positions from the comptrollers’ activity to the col- 
lectors’ activity for 1955. It is not now clear whether it will be possible to bring 
the backlog of unliquidated entries now existing in the collectors’ offices under 
control during 1955. To the extent that this is possible, however, actual reduc- 
tions in the liquidating force will be reflected in the estimates for 1956 and sub- 
sequent years. Estimated reduction to 1955 base for activity 4, $300,000. 


2. Reductions in other personal services 

(a) Day labor.—Steps will be taken to curtail the use of intermittent day labor 
so as to effect a reduction from the amount estimated for 1954 by $50,000. 

(b) Overtime.—Act of 1945. Through the elimination of the port patrol rolleall 
at New York and careful control of other FEPA overtime assignments, it is be- 
lieved that the 1955 estimate for this item of expense can be reduced by $10,000. 

(c) Overtime.—Act of June 3, 1944. It is believed, as a result of certain simpli- 
fications in border operations made possible by the Customs Simplification Act 
of 1953, and careful scheduling of Sunday and holiday tours of duty, the 1955 
estimate for this item can be reduced by $30,000. 


8. Reductions in other objects of expenditure 

(a) Travel.—It is planned to curtail official travel during 1955 in the amount 
of $25,000. 

(b) Transportation of things ——A survey is being made to determine whether 
increased wharf examination will permit a reduction in the number of examination 
packages carted to the appraisers’ stores. If such action is found to be feasible, 
it will reduce the estimate for this item by $30,000. 

(c) Rents—Pursuant to Reorganization Plan No. 18, the General Services 
Administration, Public Buildings Service, is assuming in fiscal year 1955, certain 
rents and utilities costs which have heretofore been paid from “Salaries and 
expenses, Bureau of Customs.”’ Accordingly, the 1955 estimate for this item is 
being reduced by $5,700. 

(d) Printing and reproduction.—It is planned to curtail printing and reproduc- 
tion costs in 1955 by $23,800. 

(e) Other contractual services.—It is planned to curtail other contractual serv- 
ices costs in 1955 by $20,000. 

(f) Supplies and materials.—It is planned to curtail supplies and materials 
costs during 1955 by $10,000. 

(g) Equipment.—Principally through the curtailment of scale purchases, it is 
planned to reduce equipment obligations during 1955 by $50,000. 

Total reductions amount to $800,000. 


ADDITIONS 


1. Transfer of liquidator positions from comptrollers’ to the collectors’ offices 

As indicated under item 1 of reductions, above, it is planned to transfer 50 
comptrollers’ liquidators to the collectors’ offices in order to reduce the huge 
backlogs of unliquidated entries now on hand at those offices. This reassign- 
ment represents a temporary increase in the liquidating force of the collectors 
of customs. This additional staff will be eliminated gradually as backlogs are 
brought under control. As is indicated above, the actual reduction in personnel 
= probably be reflected in the estimates for fiscal years 1956 and subsequently 

00,000. 
echeee additions amount to $300,000 and net base adjustment (reduction) 

,000. 

There is attached a table detailing by activity the above adjustments to the 

appropriation base. 
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PENALTY MAIL COSTS 


Penalty mail costs incurred pursuant to Public Law 286, approved August 15, 
1953, have been absorbed by each activity in 1954 and 1955 in the total amount, 


of $98,700 and $112,800, respectively. This absorption has been effected mostly 
in full-time personal services costs. 


FUNCTIONS OF BUREAU 


Mr. CanFieLp. Mr. Strubinger, are the major functions of your 
bureau on a comparable basis with prior years, or would you say 
there have been changes that have affected and changed its functions? 

Mr. SrruBiIncER. The major responsibilities and functions of the 
Customs Bureau remain the same, Mr. Chairman. 


REQUEST OF THE BUREAU OF THE BUDGET FOR 1955 


Mr. CanFieLp. How much money did you request from the Bureau 
of the Budget for the overall operations this year? 
Mr. Srrusincer. $40,250,000. 


ESTIMATED WORKLOAD 


Mr. CanriExp. Is it estimated that the workload of the Bureau 
will be on a comparable basis during fiscal year 1955 with prior years? 

Mr. Srrupincer. We estimate our workload will increase by 5 
percent. 


COSTS FOR WITHIN-GRADE PROMOTIONS 


Mr. Canrix.p. Is it noted that the funds requested do not cover 
within-grade promotions and longevity promotions provided by law. 
Will such costs be made from lapses, or will you ask for supplemental 
funds to cover such costs? 

Mr. Srrupincer. The present thinking on that is we have to absorb 
that cost by a reduction in personnel. 

I have a statement prepared which indicates the exact effect of 
i within-grade promotions, if you would like to have it in the 
record. 

Mr. CanFietp. Without objection, it will be inserted in the record 
at this point. 

(The tabulation referred to is as follows:) 


428 


Actual and estimated within-grade costs and turnover savings, fiscal years 1952-1955 


Actual Estimated 
Fiscal year 1952 | Fiscal year 1953 | Fiscal year 1954 | Fiscal year 1955 
— Amount Amount Amount —_ Amount 
A. Gross within-grade and lon- 
increases: 
345 |.......| $118, 510 $102,378 
icieiescpeekann 3,971 | 253,745 | 4,329 | 278,867 | 3,311 | 213,022 | 5,716 478, 800 
savings above base 
1. Savings above base of 
ie due to: 
(a) separa- isi 96, 
—96, 625 | 1 564 |—105, 901 400 | —80, 000 400 | —80,000 
(6) Grade-to-grade 
promotions net 
of demotions.. _- 321 | —41, 561 637 | —75, 169 600 | —70, 000 600 | +—70,000 
2. Costs above of 
grade due to: 
(a) Actual acces- 
319 | +26, 083 448 | 4-43, 621 275 | +27, 500 400 | +40,000 
3. Net turnover —112, 103 |... —137, 449 —122, 500 —110, 000 
©. Net cost of within-grade and 
longevity increases 336, 987 |.......| 259,928 |......- 192, 900 |.....-- 448, 800 


1 Includes approximately 120 June separations with little or no savings above base of gradi 
3 Excludes estimated end of year eee | with little or no savings above base of onde. ” Also reflects 
reduced average above base savings because of inspector reclassifications. 


The net effect of absorbing within-grade promotion costs is to reduce the esti- 
mated average positions of employment to be realized in 1955 from 7,556.9 to 
7,443.3, or by 113.6 average positions. 


LANGUAGE CHANGES 


Mr. Gary. I have read the explanations contained on pages 118-119 
ermoataing language changes rather carefully, and they appear ade- 

quate ‘0 you have anything further that you wish to add at this 

Mr. Srrusincer. No, sir; I do not think so. I might comment a 
bit on the departmental ‘limitations. I might say that this limitation 
that has been put on the Department has Soon rather difficult in that 
it requires the maintaini pl of separate accounts within the Bureau, 
and actually we are well below now, and have been for some time, the 
amount of money that has been authorized for the Bureau, so I think 
this was done originally to prevent the building up of a big bureau in 
Washington here. We have actually moved in the other diecohion in 
trying to decentralize to the field all functions that could be decen- 
tralized to the field. 


REDUCTIONS IN 1955--PERSONAL SERVICES 


Mr. Gary. It is noted that reductions in personal services of 
$245,500 is proposed as a result of the Customs Simplification Act of 
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1953; a reduction of $50,000 through curtailment of intermittent day 
labor and $40,000 through the elimination of overtime. 
Do you wish to expand on these items? 


Mr. SrruBinGer. Yes. 

The item of day labor has resulted from the change in our weighing 
procedures. We have made intensive studies of our singthode of 
weighing, comparing the weights that have been found by customs 
with invoice weights, and have come to the conclusion in numerous 
instances where there was a low specific rate on merchandise that the 
the cost of weighing was out of proportion to the risk involved in 
having either an overweight or an underweight. We issued a schedule 
of certain commodities where our field offices can accept invoice 
weights at their discretion. 

owever, again, they always have the right to weigh if there are 
any suspicious circumstances surrounding the shipment; in other 
words, if they feel the shipment looks like it is oversize or undersize, 
they have the right to go ahead and weigh. 


OVERTIME 


The overtime item of $10,000, under the act of 1945, resulted from 
the elimination of a rollcall in New York. At one time we required 
our port patrol officers for each tour of duty to report at a central 
point for inspection, and then they would be sent out to the pier to 
their stations. The result was that the man who had just finished 
an 8-hour tour of duty had to wait until the man who relieved him 
showed up, and there was an interval from 15 to 45 minutes in travel 
time involved. 

At the present time those men are given their assignments the day 
before and report directly to their posts, and report at the time they 
are supposed to, pick up and go on with their tour of duty. 

Mr. Gary. You mean that the men no longer assemble in that room 
we saw them assembling in when we were up there several years ago? 

Mr. Strusincer. That is correct. 

Mr. Gary. My recollection is that you had locker service there and 
they came in and changed their clothes and they also reported back 
Ma after their tour ot duty, and it was a sort of central assembly 
place. 

Mr. Strusincer. You are thinking of the searching squad. 

Mr. Gary. Yes. 

Mr. Strusincer. In that same building on a lower floor we had 
this rolleall of port patrol officers. I do not believe we saw that 
room on that day, Mr. Gary. 

Mr. Gary. Then the procedure as to the search officers has not 
been changed? 

Mr. Srrusincer. It has not. 

Mr. Gary. The other proposed reduction is a total of $164,500. 
Do you wish to discuss those reductions? 

r. SrruBINGER. The only comment I care to make on those, 
Mr. Gary, is that we have eadeavored in every instance where it is 
possible to trim from the estimated amount enough money to balance 
out the funds available under the appropriation, and we feel that we 
have a reasonable chance of living within these amounts. 
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One item you refer to, transportation of things, is beyond our 
control. Most of money expended for this item is occasioned by the 
transporting of examination packages from the wharves to the 
appraisers stores. If imports go up we have more packages to exam- 
ine, and we will not be able to save that money. 

Mr. Gary. The request for appropriations is $500,000 less than 
you had for the current fiscal year, yet the workload appears to be 
growing all the time. How do you propose to make the $500,000 
reduction? 

Mr. Srrupincer. We have already reduced our personnel to that 
amount at the present time. However, we still have the five-hundred- 
and-fifty-thousand-odd dollars to se up by reason of the costs for 
within-grade promotions and penalty mail. We hope that most of it 
can be picked up by not filling vacancies as they occur. 


PENALTY MAIL 


Mr. Gary. Does the new law requiring each department to pay its 
postage involve a substantial sum so far as the Bureau of Customs is 
concerned? 

Mr. Srruspinesr. There is $112,800 involved in our mail which 
we have to absorb out of our estimate. 


AVERAGE POSITIONS 


Mr. Gary. How many average positions do the present estimates 
before us contemplate? 

Mr. Srrusrncer. From appropriated funds, 7,556.9. 

Mr. Gary. How does that compare with the current year? 

Mr. Srrusincer. Seventy-four less. 

Mr. Gary. How many of these positions represent enforcement 
agents or the agents whose activities actually produce revenue? 

Mr. Srruspincer. The customs agents service will have 269.8 
positions next year. That will be the same as this year. 

Mr. Gary. Is it contemplated that the number of enforcement 
agents will be reduced? 

Mr. Srrusincer. No. 


BACKLOG OF ENFORCEMENT WORK 


Mr. Gary. What is the backlog of work of the enforcement agents? 

Mr. Srrusincer. As of June 30, 1953, we had 4,200 cases backlog. 
We have a total production of, for 1953, 18,700 cases, so we have 
about a 24% months’ backlog. 

Mr. Gary. Is that less, in your opinion, than it would have been 
if the Customs Simplification Act of 1953 had not been passed? 

Mr. Srrusincer. There was nothing in the Simplification Act 
that would affect this backlog. 

Mr. Gary. Can vou estimate what the revenue would be if the 
backlog of work could be brought to date and kept current? 


Mr. Srruprcer. Are you referring to the backlog in the agency 
service? 


Mr. Gary. Yes. 
Mr. Srrusincer. I do not believe there is any loss of revenue 
involved in having a backlog of 24% months in the agency service, sir. 
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ASSESSMENT AND CoLLEcTION oF Duties, Taxes, AND 


Mr. James. Mr. Strubinger, the request for assessment and col- 
lection of duties, taxes, and fees, for which $30,325,700 is requested, 
is in the same amount as required for the current fiscal year. 

Mr. Srrupincer. The 1955 estimate for this activity, $30,325,700 


is the same as the appropriation base. 


However, it is $148,300 less 


than the $30,474,000 shown for the current fiscal year of 1954. 


WORKLOAD DATA 


Mr. James. We will insert page 125 of the justification at this 


point. 


(The matter referred to follows:) 


Significant workload data 


| 
1951 | 1952 1953 1954 | 1955 
rou entries: } 
274, 836 | 271, 444 287, 630 302, 000 317, 000 
Dutiable 574, 2 | 529, O17 621, 484 652, 000 683, 000 
ee cc cuwnnwedes 83, 342 | 71, 756 72, 300 76, 000 80, 000 
Total formal entries___.-......__. st 932, 620 | 872, 217 7 | 981,414 1, 030, 000 1, 080, 000 
Percent change from prior year___._._____- 26.9 | _ 12. 
Informal entries: 
1, 739, 781 1, 931, 562 1, 853, 703 1, 900, 000 1, 900, 000 
558, 339 581, 401 647, 552 700, 000 750, 000 
399, 402 403, 121 432, 646 475, 000 500, 000 
Total informal entries___.._._._____- 2, 697, 522 2, 916, 084 2, 933, 901 3, 075, 000 3, 150, 000 
Percent change from prior year___-_.______ 0. &.1 0.6 
Inbond entries: 
Immediate transportation_.___.._.__. 166, 874 161, 255 174, 972 175, 000 175, 000 
Transportation and exportation _______ 158 345 191, 981 178, 071 180, 000 180, 000 
Total inbond entries_._...____.___. 325, 219 353, 236 353, 043 355, 000 355, 000 
Export transactions: 
Notices of exportation _ .__._.._.-.-__.. 192, 875 197, 033 145, 739 150, 000 160, 000 
Danone emeree...................-.. 11, 936 ll, 12, 234 12, 000 12, 000 
Export declarations. 6, 283,657 | 6,957,080 | 7,155,309 | 7,368,000 7, 578, 000 
Total export transactions___________- 6, 488, 468 7, 165, 593 7, 313, 282 7, 530, 000 7, 750, 000 
Percent change from prior year_.._.______. 10 10.4 2.1 3 
Carriers of persons or merchandise arriving 
from foreign countries. -_..._.__-__..... 25, 637, 486 | 28, 650,878 | 30, 933, 622 | 32,500,000 | 34, 125, 000 
Percent change from prior year - , 14.4 11.8 8 5 
Persons arriving from countries 92, 657, 923 |105, 191, 103 |117, 917, 217 | 124, 000,000 | 130, 000, 000 
Percent change from prior year-_._._._.__- 6.6 13. 5 12.1 5 
Documentation transactions: 
Documents issued (registers, enroll- 
ments, and licenses) ---..._.......-.- 13, 417 13, 756 11, 592 12, 000 12, 000 
Licenses renewed____.._......_.______- 24, 22, 220 22, 000 22, 000 
Mortgages, bills of sale, and abstracts 
. =e 10, 430 10, 134 9, 618 10, 000 10, 000 
Abstracts of title issued__...._________- 2,417 2, 063 2, 166 2, 000 000 
Navigation fines imposed_.___...___. _- 2, 521 2, 847 2, 337 2, 400 2, 400 
Total documentation transactions. __ 53, 326 | 53, 635 47, 933 48, 000 48, 000 


SUMMARY BY OBJECT CLASS 


Mr. James. We will insert the top half of page 126 of the justifica- 


tions. 


42490—54——-28 
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(The matter referred to follows:) 


Summary by object class 


Appropriation base Appropriation esti- 
1955 mate 1955 Increase 
Average Average Average 
positions | Amount | positions | Amount | positions | Amount 
5, 732. 5 |$28, 912,000 | 5,732.5 |$28, 912,000 
Other contractual services... 149, 200 |.........- 
5, 732. 5 | 30,325,700 | 5,732.5 | 30,325, 700 


Norte.—No increase over the appropriation base for 1955 is requested for this activity. 
COLLECTIONS 


Mr. James. What is the return in dollars to the Treasury for this 
activity? 

Mr. Srrusincer. Mr. James, the only figures we have where there 
is any return in dollars would be our collections. Actually, all phases 
of our customs activities have to do with the total collections. 

Mr. James. Then the total collections would be the answer to that 
question? 

Mr. Srrusincer. Yes, although it is not entirely true. This is 
just one 

Mr. James. But you could not very well segregate the items. 


AVERAGE POSITIONS 


How many average positions do you contemplate using for this 
activity? 
Mr. SrruBINGER. 5,732}. 
Mr. James. How does this number compare with the current fiscal 
ear? 
Mr. StrruBINnGER. It is 18 less. 
Mr. James. Eighteen less than the current fiscal year? 
Mr. Srruspincer. Yes. 
BACKLOG 


Mr. James. How much of a backlog of work do you have under 
this activity? 

Mr. Srrusincer. The most serious backlog we have in this activity 
is that on the liquidation of eutires. 

Section 2 (d) of the Customs Simplification. Act, which became 
effective on September 7, 1953, removed the statutory requirement 
that comptrollers of customs must verify all assessments of duty and 
allowances of drawback claims made by collectors of customs. On 
September 14, 1953, the Bureau directed all comptrollers to discon- 
tinue verification of all types of informal entries and unconditionally 
free-consumption entries and to limit verification of other formal 
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entries to 20 percent of the entries received from collectors’ offices, 
these entries to be selected by statistical sampling. Later, to insure 
a better overall audit program, comptrollers were authorized to 
verify an additional 5 percent of all entries, to be selected from those 
entries, which in the comptrollers’ judgment were most liable to 
error. 

By September 30, 1953, the Bureau’s instruction had been put 
into effect in all comptrollers’ offices. On this date there were 
approximately 89,000 consumptioa and warehouse entries pending 
verification in comptrollers’ offices. On December 31, 1953, there 
were only approximately 24,000 entries pending verification, which 
represents only a l-week workload for the reduced liquidation staff 
in the comptrollers’ offices. This staff, by detail, transfer, and work 
reassignment has been reduced from 88 to 43 liquidators. 

These 43 liquidators have been principally assigned to the elimina- 
tion of the backlog of entries awaiting tentative liquidation in collec- 
tors’ offices. With this additional manpower, and the introduction 
of simplified procedures resulting from field and Bureau studies, the 
backlog of entries ready for tentative liquidation has been reduced 
from approximately 327,000 entries on September 30, 1953, to approxi- 
mately 289,000 entries on December 31, 1953. The number of entries 
finally liquidated increased from 224,000 entries for the quarter ending 
September 30, 1953, to 296,000 during the quarter ending December 
31, 1953 and the overall backlog of unliquidated entries was reduced 
from approximately 886,000 entries on September 30, 1953, to approxi- 
mately 830,000 entries on December 31. 

As a result of this increased liquidation production, it is contem- 
Leer that the liquidation backlog will be eliminated within 18 
months. 

I have a table that shows that whole thing, if you would like to have 
it for the record. 

Mr. James. Without objection it will be inserted in the record. 

(The table referred to follows:) 


Ouarterly report of formal entries liquidated and unliquidated formal entries on hand 


Quarter 
ending Differ- | Percentage 


Sept. 30, J ence change 
1953 1953 


STATUS OF WORK 


Unignitetes entries on hand, beginning of quarter 864, 279 
ntries received, this quarter +245, 777 


1, 110, 056 
—223, 801 


886, 255 


ANALYSIS OF RACKLOG 


1. Awaiting action by appraiser_-_......................... 
2. Awaiting action on appeals to reappraisement 
3. Awaiting tentative liquidation: 
(a) Ready for tentative liquidation 
(6) Liquidation in suspense pending receipt of missing 
documents, action on short shipments, ete 


Subtotal, item 3 
4. Pending verification by comptroller 
5. Ready for final liquidation 


Unliquidated entries on hand, end of quarter__....._- 


+241, 226 —4, 551 —-1.9 

Unliquidated entries on hand, end of quarter_._.......| 830,934 | —55,321 —6.2 
| 242,921 | 279,500 | +36, 579 +15. 1 
70, 030 69, 527 —503 
| 327,220] 289,196 | —38,033 —11.6 
' 108, 486 117, 899 +9, 413 +8.7 
435, 715 407, 095 — 28, 620 —6.6 
88, 716 24, 636 —64, 080 —72.2 
48, 873 50, 176 +1, 303 +2.7 
886,255 | 830,934) —55,321 —6.2 
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APPRAISAL OF IMpoRTED MERCHANDISE 


Mr. James. At this point, without objection, we will insert in the 
record from the line “Appraisal of imported merchandise” on page 126 
to the line “Investigation of violations of customs and related laws 
and regulations” on page 128. 

(The material referred to follows:) 


Budget estimate for 1955 
Increase from base 


This activity is administered by the customs appraisers of merchandise, the 
officers who have the responsibility for determining the value of imported mer- 
chandise. The 48 pnmno also advise the collectors of customs as to the rates of 
duty which they believe to be applicable to importations. In making these find- 
ings, the appraisers must examine sufficient quantities of each lot of imported 
merchandise, must ascertain that the merchandise has been properly invoiced, 
pe must be fully cognizant of applicable administrative instructions and court 

ecisions. 

The actual physical examination of the merchandise is performed by examiners 
assisted by examining aids. Examiners also determine and report to the appraiser 
the correct value for tariff purposes and the advisory tariff classification. The 
packages are opened and closed by verifiers, who also verify the quantities against 
the invoices. Laborers move the packages in and out of the appraisers’ stores 
buildings and otherwise assist the verifiers. 


Workload data 
Actual Estimate 
1951 1952 1953 1954 1955 
Packages examined at appraisers’ stores_..._..___.__ 688, 583 | 627,805 | 686,842 | 720,000 756, 000° 
Percent change from prior +30. 1 —8.8 +9. 4 +5.0 +5.0 
Invoices received 1, 486, 810 |1, 408, 941 |1, 496, 695 572,000 | 1, 650, 000 
Percent change from prior year. 24.8 —5.2 +6. 2 +5.0 +5. 0 
Number of invoices over 90 days old on June 30_____- 74, 076 99, 622 | | 130,000 | | 160,000 | ' 190,000 
Percent change from prior year... +74.3 +34. 5 +30. 4 +23.0 +19.0 
Number of invoices over 30 days old on June 30: 
(a) Workable (awaiting action by examiners) -.._|..___._--_|_-...----. 63, 009 88, 000 113, 000 
(6) Not workable (awaiting court action, report 


1 Estimated. Reporting basis changed as of June 30, 1953. 
2? Comparable data not available prior to June 30, 1953, 


Summary by object class 


Appropriation base | Appropriation esti- 
1955 mate 1955 


Transportation of 
Communication 
Rents and utility serviees_____.......- 
Printing and reproduction... .........- 
Other contractual services 
Supplies and 
Refunds, awards, and indemnities 
Taxes and 


1,058.4 | 4,919,800 | 1,058.4 | 4,919,800 


Average Average Average i 
positions Amount positions Amount positions Amount £ 

Personal 1,058.4 | $4,752,600 | 1,058.4 | $4,752,600 


Bare 
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JUSTIFICATION OF INCREASES BY OBJECT CLASS 
No increase over the appropriation base for 1955 is requested for this activity. 


Mr. James. The request is for $4,919,800 for “Appraisal of im- 
ported merchandise,”’ which appears to be the same as for the current 
fiscal year. 

Mr. Srrusincer. As in the case of the ‘Collectors’ activity,” the 
1955 estimate of $4,919,800 is the same as the “ Appropriation base.”’ 
However, it is $4,400 less than the $4,924,200 shown for the current 
fiscal year of 1954. 

AVERAGE POSITIONS 


Mr. James. How many average positions do you contemplate using 
in fiscal year 1955 in this activity? 

Mr. SrruBinGer. 1,058.4. 

Mr. James. Is this not one of your more sensitive uctivities? 

Mr. StruBinGeER. Yes, it is. 

Mr. James. And why is it more sensitive? 

Mr. Strruspincer. Because the actual appraisals and the determina- 
tion of the value on which duty is assessed is made by this particular 
activity. 

WORK BACKLOG 


Mr. James. What is the backlog of work in this activity? 

Mr. Srrusincer. On September 30, 1953, we had a backlog of 
212,431 invoices that were over 30 days old. 

Mr. James. Would the employment of more personnel in this 
activity so that a more thorough check of imported merchandise 
could be made result in more revenue to the Government? 

Mr. Srrusincer. I do not think so. 


INVESTIGATION OF VIOLATIONS OF Customs AND Re.atep Laws 
AND REGULATIONS 


Mr. James. At this point we will insert in the record, without 
objection, from the line “Investigation of violations of customs and 
related laws and regulations’ on page 128 to the line “Audit of 
collection and merchandise accounts” on page 130. 

(The material referred to is as follows:) 


The Customs Agency Service is the investigative unit of the Bureau of Customs. 
It has investigative jurisdiction in cases involving the smuggling of merchandise 
into and out of the United States in violation of the Tariff Act of 1930, the Narcotic 
Drug Import and Export Act, the Gold Reserve Act of 1934, the Neutrality Act 
(pertaining to implements of war), the Marihauana Tax Act, and the Export 

ontrol Act. 

In addition to smuggling investigations, customs agents also investigate other 
violations of the tariff act such as false invoicing, failure of passengers to declare 
merchandise, unlading of merchandise without permit, falsity or lack of manifests 
for arriving vessels, etc. 

Treasury attachés and representatives in foreign countries, as well as ci stoms 
agents in the United States, conduct inquiries as to market value for the use of 
appraisers in determining the value of imported merchandise. They also perform 
enforcement work in connection with possible smuggling into and out of the 
United States. In 1952, four additional Treasury representatives were assigned 
to foreign offices to be engaged solely in enforcement work. 
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Violations of the navigation laws pertaining to the ownership, documentation, 
chartering, and trade of vessels documented under the laws of the United States: 
cases arising under the Federal Tort Claims Act; the character and fitness of 
employees entering the customs service; and personnel derelictions are also 
investigated by the customs agents. In all, 29 different types of investigations 
are made. 

In connection with these violations, customs agents make seizures and arrests, 
prepare case reports to the United States attorneys on matters requiring criminal 
or civil prosecution, and assist United States attorneys in the trial of such cases. 


Workload data 
Type of investigations 1951 1952 1953 1954 1955 

Baggage declaration 1,646 | 1,196 944 | «1,000 1, 000 
1,297 | 1,484] 1,968] 1,000 1, 000 
Undervaluation and false invoicing. 846 | 1,020 | 2,071 | 2,500 2, 600 
Collection of duties and penalties...................-.---.---.- 606 588 356 400 500 
Market value and classification...................-.-.-.-.-..-- 678 825 789 800 800 
Petitions for relief... ght bs 553 634 636 600 600 
Navigation and aircraft 1,508 |} 1,614 | 1,425) 1,500 1, 500 
Character investigations of applicants. ...................--.-- 476 353 433 400 400 
Alleged derelictions of customs personnel. ...............----- 269 441 321 300 300 
Examination of brokers’ records. .............-..-------------- 215 445 348 400 400 

16, 577 | 17,586 |. 18,124 | 18,700 | 19,300 
Percent change from prior year__...............-...----------- —3.5 6.1 3.1 3.0 3.0 
Investigations pending on June 30._.......-.....-.---.-...---- @) () 3,966 | 4,100 4, 200 


1 Miscellaneous includes (a) prohibited importations, (6) marking of merchandise, (c) bonds, (d) customs 
procedures, (e) Federal tort claims, and (f) various other items. 
2 Comparable data not available prior to June 30, 1953, 


Summary by object class 


Appropriation base | Appropriation esti- 
1955 mate 1955 Increase 

Average Average Average 
positions} A™MOunt | Hositions| A™MOURt | Hositions | Amount 
269. 8 1, 898, 300 269. 8 


JUSTIFICATION OF INCREASES BY OBJECT CLASS 
No increase over the appropriation base for 1955 is requested for this activity. 


Mr. James. Mr. Strubinger, the request here is for $1,898,300 for 
“Tnvestigation of violations of customs and related laws and regula- 
tions,” which is the same as for the current fiscal year. 

Mr. Srrusincer. As in preceding activities, the 1955 estimate of 
$1,898,300 is the same as the “Appropriation base.”’ However, it is 
$8,400 less than the $1,906,700 shown for the current fiscal year of 
1954. 
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WORKLOAD 


Mr. James. Is this workload for 1955 expected to be comparable to 
that in the current fiscal year? 

Mr. Srrusincer. We estimate a 3-percent increase in the work- 
load of this activity in 1955. 
Mr. James. That is all that I have, Mr. Chairman. 


AVERAGE POSITIONS 


Mr. Passman. Mr. Strubinger, how many average positions are 
required in this activity? 

Mr. STRUBINGER. 269.8. 

Mr. Passman. Does this activity bring in considerable revenue to 
the Treasury? 

Mr. Strupincer. Not directly, Mr. Passman. This activity’s 
principal responsibility is the investigation of violations of law, and 
while the dispositions of cases certainly results in the Government 
recovering moneys that are due, the actual determination in a lot of 
cases has been made by other activities. 


Avupit or CoLLecTION AND Mercuanpise AccouUNTS 


Mr. PassmMan. Without objection, from the line ‘Audit of collec- 
tion and merchandise accounts” on page 130 through page 131 will 
be inserted in the record at this point. 

(The material referred to is as follows:) 


The comptrollers of customs are primarily responsible for the administration 
of this activity, the principal functions of which are, by statute, to verify the 
proper and complete accounting by collectors of customs for duties, taxes, fees, 
fines, penalties, and other amounts received by them, and for moneys disbursed 
in refunds and drawbacks. The comptrollers’ offices verify the liquidation and 
ascertainment or duties on entries of merchandise imported and on allowances or 
drawback of duties after manufacture and exportation; by comparison with in- 
dependent records and vouchers certify to the correctness of the collectors’ ac- 
counts of both money and merchandise; and account for the final disposition 
of imported merchandise and for transfers and importations of merchandise 
under bond. 

The Customs Simplification Act of 1953 eliminated the statutory requirement 
that comptrollers of customs verify all collectors’ liquidations of import entries. 
A system of selective verification has been established which will substantially 
reduce this portion of work of the comptrollers’ offices. The following table 
reflects the institution of this new system for the greater portion of fiscal year 
1954, and for the entire fiscal year 1955. As indicated under “‘ Analysis of appro- 
priation base,”” above, this change is making possible the reassignment of 50 
liquidators from the comptrollers’ to the collectors’ offices during fiscal year 1955. 
The accounting and auditing functions of the comptrollers, which workload is not 
reflected in the following table, remain unchanged into 1955. 


Workload data 


| 1951 1952 1953 | 1954 | 1955 

| | | | 
830, 400 383, 783 12, 250, 144 | 640,000 200, 000 
Verifications pending at end of year. 324, 084 | 165,001 | 358, 927 20, 000 20, 000 


Percent errors to total liquidations___- 1.7 


Errorsfound. 15,863 | 17,505 
9 
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Summary by object class 


Appropriation base | Appropriation esti- 
1955 mate 1955 


Increase 
Aver- Aver- Aver- 
age age age 
posi- Amount posi- Amount posi- Amount 
tions tions 
153.1 $817,800 | 153.1 


Mr. PassMan. The request for $851,000 for “Audit of collection 
and merchandise acccunts”’ is the same as for the current fiscal year; 
is that correct? 

Mr. Srruprncer. While the amount of money asked for in the 1955 
estimate for this activity is the same as the “appropriation base”’ 
there was a change in base by reason of the shifting of liquidators. 
The amount of change in base was $315,000. So that actually, com- 

aring this estimate with 1954, there is a minus figure of $315,000. 

hat same amount has been added to the collectors’ activity, but also 
because of a change in base it does not appear as a change in the base 
which you have. 

Mr. PassMan. Does this activity produce revenue? 

Mr. Srrusinecer. This activity is an audit function and does not 
directly produce revenue. It does to this extent, if it finds errors 
made by collectors, it would produce revenue. 

Mr. PassMaANn. But no direct revenue? 

Mr. Srrupincer. No direct revenue. 


NUMBER OF AVERAGE POSITIONS 


Mr. PassMaN. How many average positions are required for this 
activity? 

Mr. SrrusinGer. For fiscal year 1955 we estimate 153.1. 

Mr. PassmMANn. How does that compare with the average of former 
years? 

Mr. Srrusincer. In 1953 we had 206.1. 


WORKLOAD 


Mr. PassmMan. What is the workload of this activity? Is it increas- 
ing or decreasing? 
r. SrruBinGER. The backlog of work in the comptrollers’ offices 
will be practically eliminated in the next month. 
Mr. PassmMan. Do you have a backlog of work in this activity at 
this time? 
Mr. Strusincer. On December 31, 1953, we had 24,000 entries 


nding verification, and that only represented one week’s workload 
or these offices. 


i 

] 
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ANALYSIS AND IDENTIFICATION OF MBRCHANDISE FOR TARIFF 
PuRPOsES 


Mr. Passman. Without objection we will insert in the record at 
this point pages 132, 133, and down to the line “Executive direction”’ 
on page 134. 

(The material referred to is as follows:) 


Appropriation base for 1955 
Budget estimate for 1955 


Nine customs laboratories located at the principal ports are staffed by chemists 
and other specialists who have been trained in customs laboratory procedures and 
practices and who have become expert in the efficient analysis of samples of mer- 
chandise imported into the United States. The functions of customs laboratories 
include the chemical analysis and certain other tests on samples of imported mer- 
chandise in order to develop and report facts upon which tariff classification and 
rates of duty are based. Such analyses and tests are also used to establish ad- 
missibility or inedmissibility into the United States of certain narcotic drugs; 
to establish rates of drawback or articles to be exported; and to provide assistance 
to Treasury enforcement officers in their activities. 

Samples tested is the principal workload factor. In line with the increased 
volume of formal entries filed, during 1953, the number of samples tested reached 
an all-time high of 99,738, 5.6 percent above fiscal year 1952. 


Samples tested 


| 
Kinds of merchandise | 1951 1952 | 1953 
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Molasses and sirups 
Fish__- 
Food 
Fixed and essential 
Alcoholic products 
Petroleum. 
Manufactures and inorganic i 
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Most of the samples tested are import samples. However, there are other 
categories. For example, during the fiscal year 1953, the customs laboratories 
analyzed 3,230 samples taken from the various customs seizures, mostly narcotic 
drugs and other prohibited articles; 135 samples from merchandise to be exported 
from the United States upon which claims for drawback are compared or verified; 
689 samples from preshipment merchandise, that is, new types of merchandise, 
analyzed in the customs laboratory to assist customs officers in providing im- 
porters or foreign shippers with the rate of duty and tariff classification of new 
goods intended for shipment to the United States; and 3,952 samples tested on 
behalf of other United States Government agencies and for miscellaneous pur- 
poses. 

In addition to the above regular laboratory duties relating directly to sample 
testing, the chemists devote a portion of their time to the development of new 
laboratory methods, the maintenance of statistical quality control over sample 
weighing, court testimony, research, and other nonsample testing activities. 
During 1953 approximately 12.6 man-years, or 10.7 percent of the man-years for 
this activity, were devoted to such activities. 
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Sugar_........- | 17,493 | 18,212 15,801 | | 16,000 
i : | 13,917 | 12,132 | 12,321 | | 12 
1,050 | 1,016 868 | 
693 818 | 1,198 | 
| 2,508) 2454] 3,731 | 
4,437 | 3,918 4,391 | 
3,450 | 3,208 | 3,662 | 
3,704 | 3,739 | 4,175 | 
2,217 | 1,689} 1,745 | 
% 28, 599 | 23,685 | 27,038 | 
| 4,352 | 7,055] 5,413 | 
| 2,034 | 2,161 | 2,405 | 
4,368 | 4,396 | 5,517 | 
3, 161 3,357 | 3, 674 | 
ve 6,338 | 6,587 | 7,799 | 
§ Percent change from prior year___-_..-..._.....-----..-___-- 11.8} —4.0 5.6 
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Summary by object class 


Appropriation base Appropriation esti- 
PP nate 1955 Increase 
Average Average Average 
positions | | Hositions| | positions | Amount 
117.7 $622, 300 117.7 
Transportation of things. 2,000 |. 2,000 |- 
Rents and utility services... 800 800 
117.7 704, 000 117.7 704, 000 


JUSTIFICATION OF INCREASES BY OBJECT CLASS 
No increase over the appropriation base for 1955 is requested for this activity. 


Mr. PassMan. ‘Lhe request for $704,000 for “Analysis and identifica- 
tion of merchandise for tariff purposes” is the same as for the current 
fiscal year; is it not? 

Mr. StrupinGer. Yes, sir. As in preceding activities, the 1955 
estimate is the same as the ‘Appropriation base.’’ However, it is 
$5,900 less than the $709,900 shown for the current fiscal year of 1954. 

Mr. Passman. Will you describe some of the work performed under 
this activity? 

Mr. Srrusinger. The main function of this activity is the identifi- 
cation of merchandise that is brought into this country so that the 
appraiser, in setting values on merchandise or classifying the mer- 
chandise, knows the true indentity of the merchandise. Asan example, 
in the case of a compound mixture, a chemical of some kind, we have 
to know what the component parts are. Under our tariff laws the 
rate of duty on certain commodities is based on the component of 
chief value of the commodity, so that we have to know by a break- 
down of the component parts what represents the chief value in a 
commodity. 

AVERAGE POSITIONS 


ats PassMAN. How many average positions are utilized in this 
wor 

Mr. Srrusincer. We estimate 117.7 for fiscal year 1955. 

Mr. PassMAN. Does the work performed under this activity 
directly contribute to the collection of customs revenue? 

Mr. Srrusincer. No, sir, not directly; indirectly about the same 
way the comptrollers’ offices would be concerned. By performing 
the function of identification they advise the appraisers and collectors 
the type of merchandise involved. 

Mr. Canrie.p. The appraiser does not report to the collector? 

Mr. Strupincer. No, sir. 

Mr. Canrretp. He reports to whom? 

Mr. Srrupincer. To the headquarters in Washington. 

Mr. Canrievp. In other words, they are distinctly separate offices’ 
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Mr. SrruBinGer. The offices are separate in 34 districts. In 10 
other districts the appraiser is under the jurisdiction of the collector. 
However, in those districts the appraisal functions are very light and 
do not require a full-time man. 

Mr. Canrrietp. However, for the good of the service it is very 
important that there be very close understanding and cooperation 
between the collector and the appraiser? 

Mr. Srrupincer. Yes. Their work is so directly related that 
there must be cooperation, and I can assure you this is true. 


BACKLOG 


Mr. PassMaN. In this activity, what is the backlog of work com 
pared to former years? 

Mr. Srrusincer. I do not have a backlog report on this activity, 
but in discussing the needs of this activity with the head of the activ- 
itv, my understanding was that there is no serious backlog. 

Mr. Passman. Could you furnish us that for the record? 

Mr. StrrusinGer. I shall be glad to, sir. 

(The information requested is as follows:) 


LABORATORIES 
Cases on hand June 30, 1953, 4,079. 


Executive DirectTion 


Mr. PassMAn. Without objection, page 134 from the line “Execu- 
tive direction” will be inserted in the record at this point. 
(The material referred to is as follows:) 


bese for $1, 301, 200 
Budget estimate for 1955 1, 301, 200 


The Washington Office of the Bureau of Customs directs, unifies, and controls 
the functioning of the customs service. The functions superv ised are those 
enumerated throughout the various detailed sections of this justification. In 
general, the Washington office provides its field offices with (a) policy guidance 
and#direction; (b) advice and decisions, both legal and administrative, with 
respect to the technical aspects of customs ‘administration; (c) control and direction 
in the fields of budget, management, personnel, fiscal, and administrative services 
operations; and (d) coordination, representation, and contact with the head- 
quarters offices of other Government agencies and bureaus. 


Summary by object class 


Increase 


Appropriation base Appropriation esti- 
1955 mate 1955 


Average 
positions | 


Average 
positions 


Average 
Amount positions Amount Amount 


Personal services 
Travel. 

Transportation of things 
Communication services 
Rents and utility services_..._....___- 
Printing and reproduction 

Other contractual services 

Supplies and materials 

Equipment.. 

Refunds, , awards and and | indemnities.. 


1, 301, 200 


| | 
5 
225.4 | $1, 205, 000 
19, 000 19, 000 |__- 
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JUSTIFICATION OF INCREASES BY OBJECT CLASS 
No increase over the appropriation base for 1955 is requested for this activity. 


Mr. Passman. The request for $1,301,200 for executive direction 
for fiscal year 1955 appears to be the same as for the current fiscal 
year. 

Mr. SrrusrnGer. As in preceding activities, the 1955 estimate of 
$1,301,200 is the same as the appropriation base. However, it is 
$18, 400 less than the $1,319,600 shown for the current fiscal year of 
1954. 

WORKLOAD 


Mr. PassMman., Is it anticipated the workload will be the same during 
the next fiscal year? 
Mr. Srrusincer. Yes, sir; I think it will be about the same. 


AVERAGE POSITIONS 


Mr. Passman. How many average positions are to be utilized? 

Mr. SrruBINGER, 225.4. 

Mr. PassMaNn. Is that the same number as was provided in the 
current year’s appropriation? 

Mr. Srrusincer. 228.4 was provided this year. 

Mr. PassmMan. That is all. 

Mr. Canrretp. Off the record. 

(Discussion off the record.) 

Mr. Canrtecp. Mr. Strubinger, that means, of course, that there 
has been some reduction under this title ‘Executive direction’’ in 
Washington over a period of years? 

Mr. Srrupincer. Yes, sir. 


ANALYSIS OF DIRECT AND INDIRECT OBLIGATIONS RY ACTIVITY 
Mr. Vurse.i. Without objection I ask that pages 135 and 136 be 
inserted in the record at this point. 
(The material referred to is as follows:) 


Analysis of direct and indirect obligations by activity 


Appropriation estimate, 1955 
Activity 
Direct obli- | Indirect ob- | Total obli- 
gations ligations gations 

1. Assessment and collections of duties, taxes, and fees___._._-- $30, 207, 700 $118, 000 $30, 325, 700 

2. Appraisal of imported merchandise..._.................---- 4, 901, 800 18, 000 4, 919, 800 
3. Invest peeions of violations of customs and related laws and 

bbe 1, 894, 000 4, 300 1, 898, 300 

4. Audit of and merchandise accounts - 847. 000 4, 000 851. 000 
5. 9 and identification of merchandise for tariff pur- 

6. 1, 298, 200 3, 000 1, 301, 200 

39, 850, 000 150, 000 40, 000, 000 


The costs of printing and reproduction, which are paid centrally, are distributed 
among the six activities. Individual large items are charge ‘directly to the 
applicable activity. The balance of the printing and reproduction estimate is 
prorated to the respective activities in the percentage which the estimate for each 
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activity (excluding these costs) represents to the total estimate. The amount 
of indirect obligations is estimated at $150,000, or 0.375 of 1 percent of the total 
estimate. 

Standard classification schedule (direct obligations only) 


Increase (+-) or 
decrease (—) 1955 
Appropria- | Appropria- | Appropria- estimate over 
tion estimate | tion base for | tionestimate 

1955 
1954 esti- 1955 
mate 


Total number permanent positions 
Average number of all employees 


Average salaries and grades: 
General schedule grades: 
Average salar 
Average grade... 
Crafts, protective and custodial: 
Average salary 
Average grade 


OBJECT CLASSIFICATION 


Personal services: 
Permanent positions_. 
Part-time and temporary positions. - 
Regular pay in excess of 52-week base __ 
Payment above basic rates. 


of things... 

Communication services 

Rents and utility services 

Printing and 

Other contractual serv 

Supplies and materials 

Equipment..__. 

Refunds, awards, ‘and indemnities 
Taxes and assessments. 


Total appropriation or estimate ___. 


F n). ary oh the amount of $21,000 deducted for quarters and subsistence furnished in each of the fiscal years 


Mr. Vurse tL. It is noted that the overall request for the Bureau 
of Customs for fiscal year 1955 is $500,000 less than for the current 
fiscal year, and that the reduction in personal services is $348,400. 
Do you have any further comment to make on the personnel situation? 

Mr. SrrvuBINGER. No, sir. I do not think I do. I have covered 
most of those items as we have gone along. The only comment I 
have to make is that actually there is a bigger reduction than that 
$348,400 indicates by reason of having to — sant first, the mailing 
costs, and second, our within-grade promotions. 


COMMUNICATION SERVICES COST INCREASE 


Mr. Vurseu. Under the object classifications other than personal 
services, all objects seem to have been reduced except communication 
services. Can you tell us the reason for the increase in this item 
over the 1954 appropriation? 

Mr. Garcue.y. That increase results from the fact that the penalty 
mail requirements were in effect for only a portion of fiscal year 1954 
and our estimate for 1955 is for the full year. 


. 
7, 810 7, 787 7, 757 | — 53.0 | 
7, 630.9 7, 556.9 7, 556.9 | —74.0 |_. 
— $5, 082 $5, 180 $5, 180 pm ae 
SAIS $3, 629 $3, 667 $3, 667 +838 | i 
oe 5.6 5.6 5.6 |. 
| 
| 1 36, 279,300 | 136,021,800 | 136,021,800 | —257,500 
412, 000 362, 000 362.000 | —50,000 
140, 000 139, 100 139, 100 —900 |...... 
1, 415, 000 1, 375, 000 1, 375, 000 —40, 000 |... 
Total personal services 38,246,300 | 37,897,900 | 37,807,000 | —348,400 
265, 000 240, 000 240,000 | —25,000 
430, 000 400, 000 400, 000 —30,000 |...... 
418, 700 432, 800 432,800 | +14, 100 | 
| 80, 000 74, 300 74, 300 —5,700 |.....- 
175, 000 150, 000 150, 000 —25, 000 |... 
| 220, 000 200, 000 200, 000 —20, 000 | , 
360, 000 350, 000 350,000 | —10,000 |...... 
200, 000 150, 000 150,000 | —50,000 |... 
80, 000 80, 000 80, 000 
25, 000 25, 000 25,000 |... = 
40), 500, 000 | 40,000,000 | 40, 000, 000 | —500, 000 |... 
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WHEAT-MIXING CHARGE 


Mr. Vursewu. Mr. Strubinger, I have before me a recent newspaper 
article in which it is stated: 

Senate investigators Wednesday recommended a Justice Department check for 
possible criminal prosecution of United States grain dealers accused of illegally 
mixing low-grade Canadian wheat with Government and other wheat shipments. 

The recommendation was made by the Senate agriculture committee in a report 
which told of “‘shocking’”’ evidence that grain ships being loaded at Galveston, 
Tex., were “‘slugged” with wheat imported from Canada as ‘unfit for human 
consumption,” 

I wonder if you can give us any information with reference to that 
and whether you folk are brought into the picture. This article states 
further: 

It [Senate committee] recommended that Treasury Secretary Humphrey take 
disciplinary action against T. P. Horan, deputy collector of customs at Minneap- 
olis, for “dereliction of duty” in permitting importers of the Canadian wheat to 
“change the identification of the wheat” and for “exhibiting a complete disregard 
* * * for the interests of the Government.” 

I wonder if you would have any information that you could give 
the committee with reference to this? This article is from a Wash- 
ington, D. C., paper of a couple days ago. 

Mr. Hieman. The situation is, briefly, that under paragraph 729 
of the Tariff Act wheat classified as “wheat, unfit for human con- 
sumption” pays a lower rate of duty than the wheat otherwise classi- 
fied. Wheat classified as ‘wheat, unfit for human consumption”’ is 
exempted from the 800,000 bushel quota to which other wheat is 
subject. All the wheat in controversy was brought in ex-quota and 
classified at the 5 percent lower rate. Much of it found its way into 
milling channels and some of it was exported under the export subsidy 
program after having been mixed with domestic wheat. So far as 
the Customs Service is concerned, the classification of that wheat has 
been carefully and thoroughly examined, and it has been established 
that it was correctly classified under the law. However, in view of 
the situation, the ‘Treasury Department has revised its regulations 
governing the classification of that wheat, particularly with a view 
to devising a procedure which will not exclude all feed wheat. 

Under the new regulations, when an importation of wheat is ten- 
dered for entry the importer must declare what it is to be used for. 
If he declares it is to be used for feed, and the tests show that it 
contains 30 percent or more damaged kernels, it will be classified as 
“wheat, unfit for human consumption” at the 5-percent rate. Our 
customs agents will subsequently make selective checks of those im- 
portations to see that they have a feed destination. Wheat to be 
used for other than feed purposes will be classified as wheat at 21 
cents a bushel. 

The new procedure has been commented on by the Senate Com- 
mittee on Agriculture and Forestry in its reports. Apparently that 
procedure is to be followed pending the introduction of a new law 
which that committee has asked the Treasury to draft, and which 
we have been working on in conjunction with the technical staff of 
the committee and in conjunction with the Department of Agriculture 
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to provide a procedure that will close the loopholes but permit feed 
wheat to come into the country at a specified rate of duty. 

Mr. CanrFrecp. Off the record. 

(Discussion off the record.) 

Mr. Vursety. The only other question I would like to ask is, has 
your investigation disclosed that there was connivance on the part 
of the customs inspector referred to at the Texas port, or dereliction 
of duty? 

Mr. Hieman. Mr. Emerick’s agents made two investigations at 
the request of the Senate Committee on Agriculture and Forestry — 
and on our motion as well—with a view to determining whether or 
not there had been any irregularity on the part of the customs 
employees concerned. No irregularities or violations of law were 
developed on the part of the customs employees. 

Mr. Vurseuu. | would like to make this observation: I am very 
glad to know that your early examination does not indicate any 
customs inspector has been guilty of irregularity. I am pleased to 
make this statement, closing this testimony, because I realize that 
the wide-flung customs force has a very difficult job, a job that 
requires industry, aptitude, and education along the line of their 
work, and it appears to me from all testimony taken that you have 
made out a splendid case on the issues and the impression generally 
is that you are doing a splendid job and you are operating under 
high economy for the protection of Uncle Sam’s solvency. 

Mr. Passman. Mr. Chairman, I would like to state that I was 
informed that our colleague, Mr. Sieminski, a member of this com- 
mittee, is confined to his home with an attack of flu, and that is why 
he is absent this morning. 


PRINTING COSTS 


Mr. Canrigtp. Mr. Strubinger, what are your printing costs at the 
Government Printing Office? 

Mr. Garcne i. All except about $20,000 of our estimate, or about 
$130,000, represents our estimate for Government Printing Office 
work in fiseal year 1955. 

Mr. CanrieLp. You are aware there has been a reduction in 
Government Printing Office charges? 

Mr. Garcue... Yes, sir. We were called upon for a submission 
and have just made it. 

Mr. Canrietp. Mr. Strubinger, I desire to say this with regard 
to the testimony on the 1955 request for the Bureau of Customs, you 
and members of your staff have made very good witnesses. 1 think 
that your presentations this year are definitely outstanding. We 
know your task is a difficult one and we wish you well. 

Mr. Strupincer. Thank you. 
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Tuurspay, JANUARY 28, 1954. 


UNITED STATES COAST GUARD 


WITNESSES 


VICE ADM. MERLIN O’NEILL, COMMANDANT 

REAR ADM. A. C. RICHMOND, ASSISTANT COMMANDANT 

CAPT. IRA E. ESKRIDGE, DEPUTY CHIEF OF STAFF 

CAPT. C. B. ARRINGTON, COMPTROLLER 

COMDR. P. E. TRIMBLE, CHIEF, BUDGET AND COST ANALYSIS 
DIVISION 


Mr. Canrretp. The committee will come to order. 

We have before us this morning representatives of the Coast Guard, 
who are here to present their request for the fiscal year 1955. Ad- 
miral O’ Neill, do you have a general statement to make at this time? 

Admiral O’Netuu. Yes, sir, I have. 

Mr. CanFIELD. Will you be good enough to proceed. 


GENERAL STATEMENT 


Admiral O’Netiu. Mr. Chairman, the Coast Guard request for 
fiscal year 1955 totals $181,175,000. This total is made up of 
$155,900,000 for operating expenses; $3 million for acquisition, con- 
struction, and improvements; $19,775,000 for retired pay; and 
$2,500,000 for Reserve training. The 1955 request represents a 
decrease of $30,675,000 from the $211,850,000 total of appropriations 
for the current fiscal year. The reduction, which includes a decrease 
of $32,350,000 in operating expenses, offset by increases in acquisition, 
construction, and improvements of $500,000, and in retired pay of 
$1,175,000, has been made by eliminating or curtailing operating 
programs and by providing maintenance, aircraft replacements, 
rte, wh replacements, ammunition for training, ete., at a reduced 
level. As examples of program modifications, the expanded search 
and rescue program in the western Pacific has been eliminated, shore- 
side patrol of waterfront areas under the port security program has 
been discontinued, and the ocean station program has been dropped 
as a Coast Guard financed activity. I would like to discuss these 
changes in greater detail. 


PROGRAMS UNDER “OPERATING EXPENSES’? APPROPRIATION 
The appropriation requested for operating expenses for 1955 is 
$155,900,000—$32,350,000 less than the appropriation for the current 
year of $188,250,000. 


ELIMINATION OF THE ACTIVITY “(OPERATION OF OCEAN STATIONS” 


Instead of the usual 4 Coast Guard activities: ‘Search, rescue, 
and law enforcement,” “Operation of aids to navigation,” ‘ Port secu- 
rity” and “Operation of ocean stations for meteorological and other 
purposes,” only the first 3 are shown this year. The activity 
“Operation of ocean stations” which involved the maintenance and 
operation of vessels on 10% stations in the Atlantic and Pacific to 
furnish weather observations, to provide communication facilities for 
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transmitting weather reports, to serve as check points for aircraft on 
transocean routes, and to function as aids to navigation and rescue 
facilities has been dropped from Coast Guard financing. 

You will recall that we have been operating 5 ocean stations in the 
Pacific and 5% in the Atlantic. Determination has been made by 
the Air Coordinating Committee that there is no longer a civil require- 
ment for these services. The Department of Defense, however, has 
stated a military requirement for 5% stations. The Coast Guard will 
operate, on a reimbursable basis, 2 stations in the Pacific and 3% in 
the Atlantic; the Department of Defense will ask for funds to make 
the reimbursement. Eleven ships will be laid up as a result of modify- 
ing the ocean-station program. 

y rere the same special ship capabilities of being able to remain 
at sea for long periods under the most adverse weather and sea con- 
ditions have been required for both ocean stations and search and 
rescue work, the two functions have been integrated operationally 
ever since the inception of the ocean-station program in 1940. The 
ships en route to or on ocean stations have performed search, rescue, 
and law-enforcement functions, and have performed the standby 
functions attendant to search and rescue while in port. It has been 
assumed, therefore, that the 17 cutters whose operation will be financed 
by reimbursement to the Coast Guard by the Department of Defense 
will be, as in the past, under the operational control of the Coast 
Guard and, therefore, available for both ocean-station duty and the 
Coast Guard’s statutory search, rescue, and law-enforcement responsi- 
bilities. This provision of continued dual usage of these vessels has 
an important effect on the search and rescue activity, discussion of 
which follows. 

SEARCH, RESCUE, AND LAW ENFORCEMENT 


Under this program the Coast Guard operates cutters, patrol vessels, 
lifesaving stations, and aircraft at strategic points along the coast and 
inland waterways to provide rescue and assistance. It also operates 
the International Ice Patrol in the North Atlantic Ocean, and performs 
icebreaking service in key harbors, rivers, and the Great Lakes. The 
Coast Guard administers laws and issues regulations covering inspec- 
tion and safety equipment for merchant vessels, and for licensing and 
certification of the officers and crew. It reviews plans for construction 
or alteration of merchant vessels and investigates marine accidents. 

In 1940, before the inception of the ocean-station program, the 
Coast Guard was operating 21 major cutters and 6 smaller cutters 
capable of major assistance work—a total of 27 ships. Funds for 
only 16 major cutters are provided in this 1955 request because the 
17 cutters to be financed by reimbursement from the Department of 
Defense will be available in the dual capacity I have described. <A 
total, then, of 33 major cutters will be operated by the Coast Guard in 
an integrated operating schedule in support of both the revised 
ocean-station program and statutory assistance and law-enforcement 
responsibilities. The workload connected with these assistance and 
law-enforcement responsibilities has increased with the increase in 
water and air commerce. 

During fiscal years 1952 and 1953 the search and rescue facilities of 
the Coast Guard were expanded to meet the needs of increased 
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military operations in certain strategic areas of the Atlantic and 
acific. 

In recently reviewing this program the Department of Defense has 
determined that it cannot be justified for retention as a strictly mili- 
tary requirement when balanced against the necessity for continuation 
of high-priority military programs. Accordingly, the service has been 
discontinued and the Coast Guard is presently decommissioning and 
returning to the Navy 4 DE-type vessels and reducing its aircraft 
requirements by 11 planes. 


AIDS TO NAVIGATION 


The 1955 “Aids to navigation” activity, which involves the mainte- 
nance and operation of buoys, lighthouses, lightships, fog signal sta- 
tions, radiobeacon and loran stations in the navigable waters of the 
United States, its territories and military bases overseas, will be 
essentially the same as in 1954. 


PORT SECURITY 


Under authority of Public Law 679, 81st Congress, the port-security 
program was initiated in October 1950 with 4,772 cfficers and men. 
Its objectives are to prevent the introduction into the country of 
persons or things inimical to the welfare of the United States and to 
protect vital port facilities. 

A reduction of 2,053 is being made from the 1954 level of 3,936 
officers and men to 1,883 officers and men, by the elimination of 
shoreside patrols of waterfront areas. 

The remaining phases of the program are: 


HARBOR ENTRANCE PATROL 


This has the purpose of identifying and supervising merchant 
vessels which seek to enter the major port areas where the interests 
of national defense render the port of prime importance. The vessels 
subject to inspection under this program are those which, by reason 
of intelligence or other circumstances, are deemed to have possible 
hostile intent, or to have attained the capability of hostile action. The 
performance of this duty requires not only the operation of the actual 
Coast Guard patrol craft, but likewise the employment of a force 
necessary to give a reasonably adequate security examination to the 
merchant vessels, and to provide adequate surveillance of their un- 
loading. This work also requires a small group of men in each port 
area collect intelligence regarding anticipated arrivals of merchant 
vessels, 


ISSUANCE OF SECURITY CLEARANCES 


This has the purpose of having available a force of longshoremen 
and merchant-marine personnel who have had a minimum security 
clearance to load or unload cargoes which, by their nature, are 
especially desirable sabotage and espionage targets, and to man 
present merchant ships which are particularly important to the 
national defense. 
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SUPERVISION OF 


EXPLOSIVES LOADING 


This has the purpose of reducing the hazards to waterfront facilities 
and surrounding property and persons. Proper performance of this 
duty requires a detail of men to supervise the actual loading or un- 
loading to insure against unsafe practices. It likewise requires the 
examination of waterfront loading facilities to insure safe working 
conditions and adequate fire-prevention measures, and involves the 
issuance of permits for loading or unloading explosives. 


INNER HARBOR WATERSIDE PATROLS 


These serve to keep the captains of the ports advised of dangerous 
conditions which may arise in the harbor, to give waterside surveillance 
to vessels which are suspected to have hostile intent or to be capable 
of hostile action. Harbor patrols are made for the purpose of guard- 
ing port facilities from sabotage, and to provide water transportation 
in connection with other port security duties. No amount of force 
could absolutely guarantee the complete accomplishment of these 
objectives. This service will employ the resources which are available 
for this duty to the maximum advantage. 


MILITARY READINESS PROGRAM 


The installation of modern submarine detection equipment required 
to improve the military potential of the Coast Guard was completed 
on 5 Coast Guard vessels by the end of the second quarter of fiscal 
1954; 4 more are scheduled for completion during the remainder of the 
fiscal year. This is being done at Navy expense. 
Shipboard gunnery training, primar ily carried on during a 3 weeks’ 
refresher training course at Navy fleet training commands, has been 
rogramed on the sarne basis as carried out during fiscal year 1954. 
Sich 1 training for the larger armed units, due to reasons of economy, 
as been extended from the normal annual cycle to one of 16 months. 
In effect, this means that of 33 ships at least 8 will not be able to under- 
take the annual 3 weeks’ refresher training course. The smaller units 
are trained by three specially designed mobile training detachments. 
Aviation personnel receive training at naval schools to provide a 
nucleus of trained antisubmarine warfare personnel at each air sta- 
tion, and aviation units carry out numerous drills in conjunction with 
floating units in search and rescue. The main objectives of the train- 
ing program are (1) to provide adequate training of individual units 
to insure operational efficiency in peacetime functions, and (2) to 
maintain the Coast Guard in a state of readiness to permit immediate 
gecbxe combat operation for national defense as a service in the 
avy. 


LAY-UP PROGRAM 


As I stated a moment ago, the modification of the ocean-station pro- 

am will result in the lay-up of 11 ships. Seven of these are being 
inactivated during 1954. Four ships involved in the Atlantic Ocean 
station program will be retired in the first 4 months of 1955 and the 
lay-up costs are included in this request. 
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The four ships made surplus by discontinuance of the expanded 
search and rescue facilities in the western Pacific are being inactivated 
in 1954. 

The layup costs of the 7 ocean station vessels and the 4 search and 
rescue vessels inactivated in 1954 are being met within the 1954 
appropriation. 


PROGRAMS UNDER “ACQUISITION, CONSTRUCTION, AND IMPROVEMENTS” 
APPROPRIATION 


Three million dollars is requested for this appropriation which 
finances the establishment and improvements of aids to navigation, 
the acquisition of aircraft, and the replacement or improvement of 
vessels and shore structures. This request carries an increase of 
$500,000 over the limited 1954 program of $2 million. 

The 1955 request will provide $400,000 for the establishment of 
essential aids to navigation, $600,000 for a modest reconstruction and 
improvement program at four shore units, and $2 million for replace- 
ment of one overage seaplane. A provision in the language will 
permit the use of any savings that might accrue in the other appro- 
priations, if they can be made, for the acquisition of another plane of 
the same type. In the meantime, the plane-replacement needs of the 
Coast Guard continue under critical review, with the situation having 
been alleviated somewhat by the loan of 15 medium range amphibian 
planes by the Air Force. 

No funds have been requested in these estimates for the final phase 
of the program begun in 1953 for the establishment of an Arctic loran 
chain for the use of the Armed Forces. Because of military urgency, 
language is being considered by the Bureau of the Budget for inclusion 
in a supplemental appropriation request for 1954 under this heading 
to permit the Department of Defense to transfer funds to the Coast 
Guard to complete this project in 1954. Equipment must be ordered 
and contract arrangements completed promptly in order for construc- 
tion gy installation to be completed during the short summer working 

eriod. 
PROGRAM UNDER “RETIRED PAY’? APPROPRIATION 


The appropriation requested for “Retired Pav” for 1955 is $19,- 
775,000-—-an increase of $1,175,000 over the 1954 appropriation of 
$18,600,000. 

This increase is attributable to an expected normal increase of 490 
in the average number of persons to be carried on the retired list under 
existing laws. As a result of Public Law 239, approved August 15, 
1953, it has been necessary to include a new item for survivors’ an- 
nuities. For 1955 it is estimated that deductions from retired pay 
made in accordance with Public Law 239 to provide annuities wi 
more than offset annuity payments which will be made in this year to 
survivors of retired personnel. This reduction has been applied in 
the request. 


PROGRAM UNDER “‘RESERVE TRAINING’ APPROPRIATION 


The appropriation requested for “Reserve training’ for 1955 is 
$2,500,000. This amount is the same as that appropriated for 1954. 
The Coast Guard is required, by law, to maintain and train a 
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Reserve component. This component must be available in time of 
war or national emergency, for full or partial mobilization, when 
ordered by the President or the Congress, and must be prepared to 
assist in carrying out the national-defense responsibilities assigned to 
the Coast Guard. During time of war or when directed by the 
President, the Coast Guard, by law, operates as a specialized service in 
the Navy, assuming certain duties and responsibilities which are in 
no way a duplication of duties performed by the Navy. Immedi- 
ately following the declaration of a national emergency, the Coast 
Guard is expected to expand its port security, search and rescue, 
inshore and offshore patrols, beach patrols, aids to navigation in home 
and forward area waters, and other specialized duties which will 
require a rapid expansion of trained personnel. Since it will not be 
possible to obtain officers in any quantity from our officer candidate 
schools in less than 6 months, nor enlisted men from our training 
stations in less than 3 months, the Coast Guard plans to use its 
Reserve as a force of highly trained personnel which will augment 
regular personnel and hold the line until other trained personnel 
become available from civilian sources. 

The eventual mission of the Coast Guard Reserve program, there- 
fore, is to provide a highly trained reserve force for use in time of 
emergency. However, the present training objectives are limited to 
the major mobilization tasks, which have been assigned to the Coast 
Guard, in Port Security, Vessel Manning, and Aviation activities. 
The basic concept, therefore, around which we have built our reserve 
training program is that the Coast Guard must provide continuous 
training in these fields in order to accomplish its mission. It has been 
determined that, in order to meet the military manpower requirements 
for the first few months after mobilization, there should be available 
a trained force of 5,184 officers and 38,276 enlisted men. While the 
total strength of the Coast Guard Reserve is constantly increasing 
(as a result of the returning service men who must remain in the reserve 
for a period of obligated service in accordance with the Universal 
Military Training and Service Act) it should be noted that we are 
still far below mobilization strength, and furthermore we are only 
training a relatively small number of the presently available 
personnel. 

During fiscal year 1954 an average of 5,208 reservists will be 
trained, and in view of the present budgetary policies, it is planned, 
with the request for $2,500,000, to train the same average number in 
fiscal 1955. This means that by the end of fiscal 1955 the strength 
of reserve personnel receiving adequate training to be ready for any 
emergency will be only approximately 12 percent of the military 
mobilization requirements of the Coast Guard Reserve. 


MANAGEMENT IMPROVEMENT 


In the field of finance and supply management during the past year, 
workload measures and standards howe bade applied to redistribute 
available personnel in relation to actual workloads. This improve- 
ment has been coupled with a continuing revision and standardization 
of instructions and procedures in the interest of simplicity and 
uniformity. Through the program for internal auditing and for 
central review of costs, further improvement in the use of accounting 


i 


452 


information as a management device has been realized. For example, 
the continual study of costs of industrial operations at bases and 
depots has lead to many changes in the administration of these 
activities. Also, progress has been made in the streamlining or 
simplifying of a number of fiscal operations, such as those of processing 
and auditing military personnel allotments. 

In the supply system, we have established a basis for adequate 
stock records and for better central review of inventory. Monthly 
reports to management now list total inventories by category and 
location, and show movements in and out. The program of identi- 
fying and reporting excess, surplus, and obsolete material was in- 
tensified to remove such material from our inventories. Evidence 
of the results achieved may be seen in the fact that $3,948,755 of 
unrecorded material on hand was taken up in inventory in fiscal year 
1953 and $591,120 has been taken up through November in the current 
fiscal year. On the other hand, $832,653 of material no longer 
required for inventory, either because of obsolescence or changed 
requirements, was declared for disposal in fiscal year 1953 and 
$1,153,688 through November in the current year. The bulk of this 
material was carried over from war-time stocks. 

As another example of simplification, the small purchase instruc- 
tions were rewritten and a cash payment procedure has been recently 
installed as recommended by the General Accounting Office and 
approved by the Treasury Department. The end objects envisaged 
in supply are the reduction of inventories; better knowledge of cost 
of operation; increased economies due to elimination of paperwork 
and of repetitious procurements, together with better supply support 
for operating units. 

A final important area for improvement involves adapting our 
form of budget presentation for the “Operating expenses” appropria- 
tion to take greater advantage of the sound cost accounting system 
sponsored by this committee over the past several years. With the 
Bureau of the Budget and the Treasury Department we have under 
study proposals to change the present activity schedule of the ‘“Oper- 
ating expenses” budget submission. It is hoped that from this study 
will evolve a form of budget submissions which will permit clearer 
summarizations of planned expenses in that they will be derived with 
a minimum of arbitrary allocation and proration from actual costs 
for past years as developed by the cost accounts. 

The above covers, in a general manner, an explanation of the 
estimates we are presenting today. My staff and I will be glad to 
elaborate on any phase of the estimates that the committee may 
care to explore in detail. 

Mr. CanrreLp. Admiral, that is a good statement and, as in the 
past, well delivered. I have often said that I wished I had your clear, 
resonant voice. It would be very useful to me in my work in the 
House. Off the record. 

(Discussion off the record.) 

Mr. Vurse.i. Your statement was very good, concise, and evidence 
of the fact that you know what you are doing and are doing it well. 

Admiral Thank you. 
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RepvuctTIon In OcEAN WEATHER STATIONS 


Mr. Canrietp. Admiral, the most pronounced program change in 
the Coast Guard operation relates to ocean weather stations. It is 
proposed to reduce this activity by a total of five stations, is it not? 

Admiral O’Neruu. There is no provision in here for the financing 
of it. The ocean stations program does not appear as a financed 
operation. We propose to reduce the program by that amount and 
operate the remainder by reimbursement, as I have mentioned. 

Mr. Canrrep. What is the cost of the operation of the total of 
10% stations? 

Admiral Ricumonp. Direct and indirect for 1954 the cost was 
$31,974,419. That was estimated if continued in full operation. 
Actual cost in 1953 was $29,056,741. Off the record. 

(Discussion off the record. ) 

Mr. Canrietp. What will be the cost of operating the remaining 
5% stations? 

Admiral Ricumonp. $15,675,000, which is the amount we have 
requested for reimbursement from the Defense Department. 

r. VuRSELL. Does that mean that all your costs come from the 
Navy? What I mean, is that the total cost? 

Admiral Ricumonp. It will not be the total cost because there are 
some factors that cannot be directly attributed to the program. It 
includes the direct cost of the operation plus those items of indirect 
cost that can be clearly traced to the operation, as, for example, the 
transportation of persons involved in that particular program; but 
not such items as the pro rata share of operating our Academy which 
cannot be directly attributed to the ocean-station program. 

Mr. Vurseu. That is all, Mr. Chairman. 

Mr. Canriretp. Admiral, it is our understanding that the Defense 
Establishment will present the budgets for all funds to operate these 
remaining stations? 

Admiral Ricumonp. That is correct, sir. That is also our under- 
standin 
Mr. Tames. Do you feel that you will be able to program the 
operation of these stations as well and as efficiently as if you had 
prepared and presented your own budget for this work? 

Admiral Ricumonp. No, sir. 


ASSISTANCE GIVEN TO CIVIL AIRLINES 


Mr. Canrie.p. Under the proposed program of 5% ocean weather 
stations, will any assistance be given to commercial or civil airplanes 
flying over the oceans? 

Admiral RicumMonp. Presumably, yes. I would anticipate that if 
this plan goes through as presently proposed, that the services per- 
formed by the stations will be identical with those now given; but 
obviously, since the Defense would be putting up the money, if the 
Defense decided to change the policy at any time, since we are the 
service agency and their agent, we would be bound to follow whatever 
directives they issued. 

Mr. James. Wou'd you mind if I asked 1 question at this point? 

Mr. Canrietp. Inasmuch as this is a major item I would like to 
run the whole gamut before questions are asked by other members. 
However, you may ask the question. 
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REIMBURSEMENT FROM DEPARTMENT OF THE NAVY 


Mr. James. I wouid like to know whether or not the funds which 
the Navy will pay to you for this service will be requested by the 
Navy specifically for that purpose. 

Admiral Ricumonp. Yes. We presume so because in their budget 
this year under ‘Ships and facilities, Navy”’ there is a footnote which 
says, ‘‘Includes $15 million for reimbursement to United States Coast 
Guard, Treasury Department, for operation of ocean stations formerly 
operated under ‘Operating expenses, Coast Guard’.”’ 

I might also say that the Treasury Department has received a letter 
_— the Department of Defense, and it is not secret, confirming this 

act. 

Maybe I ought to read this: 

My Dear Mr. Secretary: This will acknowledge receipt of your letter of 
December 4, 1953, in which you furnished us the estimated cost of continuing 
the 5%4 ocean stations to be retained in fiscal year 1955. The amount of $15,675,- 
000 has been added to the Navy budget in the appropriation “Ships and facilities, 
Navy.” It is probable that the Navy may need some assistance from Coast 
Guard representatives if the Appropriations Committee questions the calculation 
of costs. We will advise you of any assistance along this line which we may 
require, 

If during the review of the budget by congressional committees it appears that 
any change is likely to be made in funds requested for the subject program, we 
will advise the Treasury Department so that timely motion may be initiated to 
effect such modification in the program as may become necessary. 

Mr. Canrievp. In other words, Admiral, the Coast Guard will be 
operating these 5% ocean stations and the Navy will be determining 

Admiral Ricumonp. We have provided them with an estimate of 
what we would require to do the job. They will not be exactly de- 
termining the cost 

Mr. Canrie.p. They will be determining the allowances? 

Admiral Ricumonp. Yes. 


CIVIL REQUIREMENT FOR OCEAN STATIONS 


Mr. Canrrep. In your presentation, Admiral, you tell us that a 
determination has been made by the Air Coordinating Committee 
that there is no longer a civil requirement for these services. When 
this subcommittee went to Hawaii last fall to attend the Coast Guard 
seminar, accompanied by search and rescue activities at sea, there 
were in attendance numerous representatives of aviation interests, 
and their spokesmen went out of their way to emphasize the im- 
portance of this program to their operation; is that not true? 

Admiral O’Neruu. Yes, sir. That is correct. 

Admiral Ricumonp. Yes, sir. 

Mr. Canrievp. Off the record. 

(Discussion off the record.) 

Mr. Canrre.p. Admiral, it is my understanding that there may be 
some difference of opinion between the owners of civil airlines ron the 
pilots operating their planes regarding the need for these stations. 

Admiral Ricumonp. Yes, sir. 

Mr. Canrretp. Have you heard that? 

Admiral Ricumonp. Yes, sir. 


I 


455 


LOCATION OF OCEAN STATIONS 


Mr. Canrietp. Admiral, where will the remaining 5% stations 
requested by the military be located? 

Admiral Ricumonp. In the Pacific the change has already been 
made. Three stations have been eliminated: Station Sugar, which 
was between Attu and Japan; Station Queen, which is north of the 
Hawaiian Islands, about midway between the Hawaiian Islands and 
the Aleutian Islands; and one station between San Francisco and 
Honolulu. The remaining station between San Francisco and Hono- 
lulu has been relocated midway. Station Victor, which is south and 
west of Midway on the flight up from Wake to Japan, is still on loca- 
tion. That is the position with respect to the Pacific. 

With respect to the stations in the Atlantic, I cannot answer you 
definitely for this reason: As you know, the Atlantic program is a 
joint program with other nations. You have a United States position 
which is predicated on the military need. The military requirement, 
which the Coast Guard had no part in arriving at, came out with 3% 
ocean stations, presumably the same stations presently being operated 
but there is a meeting in Paris thai, starts the 9th of February, an 
international meeting, and obviously if you are going to have 3% 
stations it is dependent on some kind of international agreement. 
We do not know what the other countries are going to say to this 
program. So the eventual outcome of this meeting in Paris will 
determine where these 3% stations are to be located, but my guess 
now is that they will probably be station Bravo, which is the joint 
Canadian-United States station; probably station Coca, station Echo, 
and station Delta. 

Station Bravo is a joint Canadian-United States operated station; 
station Hotel [indicating on map] will be discontinued. It may be, 
depending on what proposition the other countries are going to put 
up, that we may have to stay part time on station Alpha and either 
Delta or Coco be eliminated, and the remaining station put half way 
between the present stations. But that remains to be seen after the 
Paris conference. 

RESCUE WORK IN 19538 


Mr. Canriretp. Have there been any serious incidents, that is, 
ditching incidents, during this last year calling for action by these 
ocean stations? 

Admiral Ricumonp. There have been no serious cases in which we 
have successfully participated. There was, of course, a very bad dis- 
aster just east of Wake, as you will recall, but apparently the plane 
dove in and although we participated in the search we were not suc- 
cessful in finding any survivors. Of course the stations are always 
busy. There was one serious case in calendar year 1953, last February, 
on station Echo, where we rescued the crew from a Navy P2V. That 
is the last serious ditching case in which we were successful in saving 
the crew. 

Mr. Gary. Admiral, what were the activities of the station in that 
incident and how many were saved? 

Admiral Ricumonp. As I recall the situation, it was a Navy 
Neptune, referred to as a P2V plane, en route, I believe, to or from 
Bermuda. She sent a distress signal that she was ditching. It was 
off of station Echo. Ten lives were saved. Echo is east of Bermuda. 
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RATIO OF MILITARY AID TO CIVIL AID 


Mr. Canrietp. Can you give us any idea at this point regarding 
the ratio of military and civil aviation calls for services on the part of 
these ships? 

Admiral RicumMonp. I would have to make a study and insert it 
in the record, and even that would probably not be too conclusive. 
-- Mr. CaNFIELD. I understand that, but can you give us any general 

Admiral Ricamonp. I would say the calls are far more predominant 
from civilian than military. 

Mr. Canrrevp. I would like to yield to all members on this major 
phase. Mr. Gary. 


REDUCTION IN NUMBER OF OCEAN STATIONS 


Mr. Gary. Admiral, just how many ocean stations have you been 
operating? 

Admiral RicumMonp. Ten and two-thirds. 

Mr. Gary. That means that you operated one station under an 
agreement whereby you oper tel. the station two-thirds of the time 


and some other country one-third of the time? 

Admiral Ricumonp. Yes, sir. 

Mr. Gary. So that made 11 stations. How many stations were 
operated all together by this country and others? 

Admiral RicumMonp. My recollection is 18, but I would have to 
check that. There isa little confusion. There are 17. That includes 
Japan. What makes the confusion, there is a part-time station 


operated by Japan south of Japan. Up to December 5 there were 17 
full-time stations in operation. 

Mr. Gary. The proposal is to reduce the number of stations which 
we ale operating from 10% to 5%? 

Admiral Ricumonp. That is correct. 

Mr. Gary. In other words, we are cutting the number of our sta- 
tions approximately in half? 

Admiral Ricumonp. That is correct. 

Mr. Gary. What effect will that have on the stations that are 
being operated by the other countries? 

Admiral Ricumonp. I cannot answer that, sir. As I say, they are 
meeting in Paris in a week to settle that very question. We had 
hoped that east of the chop line in the Atlantic it would have no 
effect, that they would continue to operate their stations, 4%. As 
far as the Pacific, that is not on the basis of international agreement. 
We believe Canada will continue to operate the one station they are 
operating there now. I might explain to the committee—by a 
bilateral agreement we have agreed with Canada to take over the 
full operation of a station in the Atlantic—they were supposed to 
operate it one-third of the time—in return for which they would 
operate a full-time station in the Pacific. It was to our advantage 
to work it that way, and that agreement—assuming that the Atlantic 
agreement is renewed about as it was before except for the reduced 
station—that bilateral agreement will probably be continued. 

The Japanese have been operating station X-ray, I understand, 
with money which, before they signed the peace treaty, came from 
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SCAP, and since then I understand that they still have gotten United 
States money to operate that station. I[ understand also that 
recently they were told that they would not be given any more 
funds. Whether that will cause them to discontinue the station, 
I do not know. 

LOCATION OF OCEAN STATIONS 


Mr. Gary. How many of your 10% stations were in the Atlantic? 

Admiral Ricumonp. By virtue of this bilateral agreement, 5%. 

Mr. Gary. And how many of the 17 total were in the Atlantic? 

Admiral Ricumonp. Ten. 

Mr. Gary. How many of our 10% were in the Pacific? 

Admiral Ricumonp. Five. 

Mr. Gary. And how many of the total 17 were in the Pacific? 

Admiral Ricumonp. Seven. 

Mr. Gary. Under the proposed plan how many of our 5% will be 
in the Atlantic? 

Admiral Ricumonp. Three and two-thirds. 

Mr. Gary. That would leave two in the Pacific? 

Admiral Ricumonp. Correct. 

Mr. Gary. How many of the total 10 stations of all countries 
would be in the Atlantic? 

Admiral Ricumonp. I cannot answer that definitely. What they 
are striving for is to get an agreement over there for a total of 9 
stations, and if we have to compromise, at least 8. 

Mr. Gary. That would leave one for the Pacific? 

Admiral Ricumonp. Yes. That would be the Canadian station. 

Mr. Gary. According to the chart, station Alpha is between 
Greenland and Iceland. 

Admiral Ricumonp, Correct, sir. 

Mr. Gary. That is the only station in that immediate vicinity? 

Admiral Ricumonp. Correct, sir. 


BASES IN GREENLAND AND ICELAND 


Mr. Gary. Are we not constructing bases in Greenland and 
Iceland at the present time? 

Admiral Ricumonp. I cannot answer so far as Iceland is concerned. 
There is construction in Greenland, yes. 

Mr. Gary. It is my understanding we are going to put military 
installations at both those places; certainly Greenland 4 

Admiral Ricumonp. You may be right. I cannot answer affirma- 
tively as to what is going into Iceland, if anything. 


SERVICES PERFORMED FOR MILITARY AND CIVIL TRAFFIC 


Mr. Gary. These weather stations serve both military and civilian 


Admiral Ricumonp. That is correct, sir. 

Mr. Gary. You stated, I believe, in reply to a question by Mr. 
Canfield that there were some differences of opinion between the 
owners and the operators of the international airlines and the pilots 
who fly the planes for them. Have the pilots evidenced their opposi- 
tion to this change? , 
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Admiral Ricumonp. Their union wrote a letter to the Air Coordi- 
nating Committee, or the Department of Commerce. They did 
write a letter when it was announced the ocean stations program was 
being discontinued. 

Mr. Gary. Was that the organization of international pilots? 

Admiral Ricumonp. It was the Airline Pilots’ Association. 

Mr. Gary. Did they oppose the change? 

Admiral Ricumonp. They protested the decision to withdraw with- 
out first consulting them, and without devising some sort of sub- 
stitute to take their place. 


REIMBURSEMENT FROM DEPARTMENT OF THE NAVY 


Mr. Gary. As to the stations which will be operated under this 
new plan, it is proposed that the Coast Guard will operate the stations 
and the Defense Department will pay for them; is that correct? 

Admiral Ricumonp. That is correct, sir. 

Mr. Gary. In other words, the voice will be the voice of Jacob, but 
the hands will be the hands of Esau. 

As I understand it, Admiral, no substitutes have been provided for 
this service? 

Admiral Ricumonp. That is correct, sir. 


SERVICES RENDERED BY OCEAN STATIONS 


Mr. Gary. These stations serve several purposes. 

Will you enumerate the services which these ocean stations render. 

Admiral Ricumonp. Yes. First, they occupy certain positions in 
the ocean for the reporting of high-level weather primarily in the 
interest of transoceanic aviation. Obviously that same weather 
report of course serves local weather forecasting as well. It is not 
necessarily limited to aviation. 

Mr. Gary. Weather reporting is one of the most vital factors of 
safe aviation? 

Admiral Ricumonp. That is correct. 

Secondly, they are, of course—from the standpoint of the Coast 
Guard—a very vital link in our search and rescue ability. They 
extend, if you want to put it that way, our ability to render assistance 
to people in distress at sea beyond that which we could do if there 
were no ocean stations. 

We have a rather comprehensive list of the number of assistance 
cases. They are not necessarily connected with planes always. 
Sometimes it might be a fishing vessel or a merchant vessel that has 
a sick man aboard. So, from the overall search and rescue stand- 
point, they are very valuable. 

Third, they are a communication facility to transoceanic aviation, 
which is very important. I would not say it is vital, but I could cite 
a number of cases where planes flying across the ocean have been out 
contact with their own transmitting stations and have been in con- 
tact with our communication facilities, thereby reducing the time 
loss, or you might say, the question of what is wrong with the plane, 
or where it is. 

Obviously, if a plane is not heard from, you start worrying about it. 
This communication facility is very valuable from that standpoint. 
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Furthermore, they are a great help to the ocean flyers in naviga- 
tional ways for two reasons: They are a check point if they fly over 
them or close to them. If they enter the radar screen they are picked 
up. We know our position better than they, so they get a check on 
their own navigation. 

In addition to that, we have aboard these vessels homing beacons, 
or, at least beacons they can use for directional purposes and naviga- 
tional purposes. 

An indirect factor from which the United States gets some benefit 
is that they are a defense to some extent. As you know, we continually 
man the radars. Presumably an unidentified plane, or hostile plane, 
entering the area of radar would be reported. From that standpoint, 
it does offer some sort of radar screen. 

I do not want to give the committee any idea this is anywhere near 
100-percent effective, because the job of searching for that type of 
thing is entirely different from that of tracking a transoceanic plane 
that wants its position and wants to be carried through a check point. 

From the overall standpoint of the Coast Guard, the program pre- 
sents another advantage in that the crews all work in this military 
readiness program. You do have, from that standpoint a trained unit 
in the event of an emergency. 

Mr. Gary. Do these stations serve transocean aircraft in somewhat 
the same manner in which the airports serve transcontinental planes? 

Admiral Ricumonp. My answer would be “Yes’’, if | understand your 
question—planes going over check. They get local weather in that 
area. They get a position check. Also as | said before, if necessary 
they pass communications from the passing plane. I did not stress 
the potential search and rescue value to those planes. If a plane 
develops trouble on a flight and the pilot knows that he has to ditch, 
obviously he will attempt to ditch as close to one of these vessels as 
possible. If necessary, the vessel would leave its station to try to 
meet him to cut down the time in search. Of course, your chances of 
success in saving anybody are immeasurably increased if you can be 
on the spot when the plane goes in and not have to search for the man 
in the water. As you well know, trying to find an individual who is 
in the water can be very time consuming and difficult. 

Fortunately, there have not been too many incidents like that. 
We are ver eery to say that. The most outstanding case was the 
one referred to the committee a number of years ago, which was the 
Bermuda Sky Queen, which ditched alongside one of these ocean 
stations and 69 people were saved. 

The last case of any size, was, of course, the one that I mentioned 
before when the Navy P2V ditched in the vicinity of an ocean station 
and we managed to get the entire crew. 

Mr. Gary. at I had reference to was this: A plane flying from 
Washington, we will say, to San Fiancisco, will check in at every 
airport which it approaches along its course. When it leaves the 
range of one airport it immediately checks in to another one. It 
checks from one port to the other as it goes across the continent. 
Those airports are usually relatively close together. Jn most in- 
stances, they are not over 100 or 200 miles apart. The plane can 
report to those airports any difficulties they are having and their . 
flight is traced on actoss the country so that the position of the plane 
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is known at all times. ‘Is not the same thing done with the ocean 
stations? 

Admiral Ricumonp. Yes. That is what I meant when I said they 
were used as a navigational check point. 

Assume that the plane is in the :adarscope. The minute that plane 
is on the scope we keep a plot right > it so that by the time he arrives 
over the position we can tell him what his relative speed is and whether 
he is in the position he thinks he is. 

Mr. Gary. Some of that service which is now rendered over the 
ocean will have to be discontinued because of the discontinuance of 
these stations? 

Admiral Ricumonp. That is correct. 


OCEAN STATIONS IN PACIFIC 


Mr. Passman. Admiral O'Neill, in your opening statement you 
stated that the Coast Guard is operating five ocean stations in the 
Pacific; is that correct? 

Admiral O’Neruu. That is correct. 

Mr. Passman. It will now be reduced to two? 

Admiral O’Neru. That is correct. 

Mr. Passman. How long have you been operating the five ocean 
stations in the Pacific? 

Admiral Ricumonp. A total of five have been in operation since 
1950. I will have to check the exact date for the record. 

Mr. PassMan. Are you in a position to state whether the civilian 
air traffic over the Pacific, from San Francisco to Honolulu, Wake, and 
Guam, is increasing or decreasing? 

Admiral Rrcumonp. In that particular area, between Honolulu 
and the coast, I would say it is probably increasing. I would want 
to check that. 

To Guam and Wake, I would say it certainly has not decreased. 
I would want to check that. Probably if there has been any decrease 
in the Pacific traffic, it has been on flights from Wake up to Japan. 

Mr. PassmMan. It would be expected with increased air travel over 
a period of years that the traffic over that particular route would be 
increased. 

Admiral Ricumonp. Yes. 


NEED FOR PACIFIC OCEAN STATIONS 


Mr. Passman. If there has been a need for these five stations in the 
past, would there not be a need for them at this time if you are going 
to afford the same protection and aids that we have had in the past— 
inasmuch as no substitute has been offered for the stations that you 
have taken out of service? 

Admiral Ricnomp. Presumably, yes. 

Mr. PassmMan. I am somewhat confused with respect to another 
statement in Admiral O’Neill’s statement which is: 

The determination has been made by the Air Coordinating Committee that 
there is no longer a civil requirement. 

Should that not be interpreted to mean there is no longer a civil 
need by the average person reading the testimony? 

Admiral Ricumonp. I believe that is correct. 
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Mr. PassMANn. I wonder if there should not be a clarification. 
Maybe it would be premature to put it in the hearings, but on the 
floor I am afraid that a great many of our colleagues will feel by the 
language there is no longer a need for this type of service, whereas 
in reality I think the record would indicate there is still a need for 
this type of service. Do you care to comment on that, Admiral? 

Admiral O’Netiu. It is drawing a fine line between need and 
requirement. 

fr. Passman. I think that should be clarified because it is certainly 
confusing. 

Admiral Ricumonp. Through a great many of these papers that I 
have in my hand, it says there is not a requirement, but there is a 
benefit. That would be my answer to you. 

I would like to make one other statement here with respect to 
these ocean stations to make clear the whole thing. 

The ocean stations, unlike aids to navigation, or search and rescue 
in continental United States, are not a task which the Coast Guard 
does on its own determination. In other words, the number of 
stations and where they are to be operated has never been a Coast 
Guard determination. We are purely a service agency, and the 
original request to do the ocean-station job—subsequent to the war, 
I am not speaking about wartimes, or immediately following—was 
predicated upon a request to the Secretary of the Treasury from the 
Air Coordinating Committee. 

Now, on October 26, 1953, the Air Coordinating Committee advised 
the Treasury Department that the recent Air Coordinating Com- 
mittee’s study on ocean stations had concluded that the benefits to 
the United States no longer could be considered commensurate with 
the costs, and the Air Coordinating Committee withdrew its request 
for the Coast Guard to operate the ocean-stations program. 

We were forthwith out of business, if you want to put it that way, 
as far as the ocean-station program was concerned, because the persons 
who had said they wanted it now said they specifically no longer 
needed it. 

Mr. PassmMan. Admiral, who made the decision originally to operate 
five ocean stations in the Pacific? 

Admiral Ricumonp. The Air Coordinating Committee. 

Mr. Passman. And the same committee now says there is no longer 
a requirement? 

Admiral Ricumonp. Yes; based upon recommendations that have 
come to it. 

Mr. Passman. Did pilots of military planes protest the request to 
remove three of these stations? 

Admiral Ricumonp. No, sir. 

Mr. Canrietp. Mr. Vursell. 

Mr. Vurse.t. Was the original request for these safety stations in 
the Pacific made by the Secretray of Defense, or what department 
made the original request? 

Admiral Ricumonp. The original request was made to the Treasury 
Department by the Air Coordinating Committee. 

Mr. VurseLt. What department, in reducing these stations. from 
5 to 2 in the Pacific, or what organization made the request stating 
they were no longer necessary? 

Admiral Ricumonp. The Kir Coordinating Committee. 
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Mr. Vursevu. It appears to me that in order to effect economies, 
and by reason of the apparent thought they are not so necessary, at 
least not as necessary as they were before, that is the basis of the reduc- 
tion. Am I correct in that statement? 

Admiral Ricumonp. That is correct. 

Mr. Vursevy. My next question is: Even with the increase of 
flying over the Pacific, has there been an increase or a decrease in loss 
of life by ditching during the years 1951, 1952, and 1953? I may say 
that I will not require a specific answer as to the number of such acci- 
dents, but just from your knowledge, if you have such knowledge. 

Admiral RicumMonp. My answer to that would be this, sir. For- 
tunately, there have been relatively few ditchings in transoceanic 
flying. I do not think the comparable figures between years would 
prove anything because they are all in effect isolated instances. 
As I mentioned there was last year the unfortunate incident out east 
of Wake, where a plane went in and all hands were lost. The question 
of ocean stations probably would not have affected that result either 
way. 

Now, you might put it on the basis of incidents reported, not nec- 
essarily ditching. The pilot may not be in complete distress; he 
may be in ereute with an engine out, and the answer to your question 
would be yes, there has been an increase in the number of reported 
incidents of trouble. That would not necessarily result in a ditching. 

Mr. VurseE.t. It is fair to assume that the information conveyed 
by these stations as to the location of planes that were in trouble has 
been at least very helpful at times, and possibly in the absence of this 
information serious accidents might have occurred. 


Admiral Ricumonp. That is a very fair assumption; yes. 

Mr. Vurse.u. Do you know, or can you tell me, what the saving 
will be if final agreement is reached upon along the line of this de- 
crease—and I am speaking of the saving to the United States Gov- 
ernment. 


SAVINGS INVOLVED IN REDUCTION OF OCEAN STATIONS 


Admiral Ricumonp. As I indicated, in 1953 the actual cost of this 
rogram, direct and indirect expenses included, was $29 million. 
e have indicated to the Department of Defense if they want 5% 
stations it will cost them $15,675,000. So the saving, in round 
figures, is $14 million. 

Mr. VurseE tt. Is it fair to assume that with better protection that 
has been developed which increases the safety of flying over the ocean, 
there is a reasonable ground proven to date that would indicate there 
is a need for fewer stations due to the use of radar and the great com- 
petency in flying and better planes and so forth used in the past? 

Admiral Ricumonp. Mr. Vursell, I am not an expert in this. I 
think to answer that question you would have first to analyze for 
what purpose you want these stations. If you are speaking only in 
terms of safety—and by that I mean to be there to help planes in 
distress—I would say that certainly today planes are better than they 
were 5 years ago, and therefore the safety factor would work in your 
favor. 

On the other hand, you have a compensating factor there that you 
have to consider, which is this—that although you have safer planes 
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you have a great many more planes, and therefore your ratio of 
potential incidents might go up notwithstanding the fact that you 
have better planes. 

On the other hand, if you consider these as weather stations, you 
enter into another field which has nothing to do with the safety of the 

lanes. 

: Now, I am only repeating what I have been told on this. I have 
heard Dr. Reichelderfer, head of the Weather Bureau, testify, and 
other meteorologists say the same thing, that the theory of the location 
of these stations is about like this: That a storm area will generate in a 
circle 800 miles to 1,000 miles in circumference. Therefore, if you 
wanted ideal weather coverage you ought to have your stations spotted 
so that between any two stations you would not exceed a circle of a 
diameter of 1,000 miles, because if you do then a storm can generate 
in between, and the fact that you are getting weather on the other 
extreme does not give you all the necessary information. 

I am only repeating what I have been told on that. Therefore, if 
your pilot is to know with accuracy his weather, then presumably the 
better plane has nothing to do with it unless he can get up and over 
the weatber, which again is a debatable point. I have heard pilots 
argue the point both ways. 

Since this thing has come up I have heard the statement made, not 
by a United States pilot, but by a Canadian pilot, that this will prob- 
able cost the airlines money because in the final analysis it is the pilot 
who will decide whether he will take off or not and whether or not he 
will endanger his crew. 

Now, perhaps this is wrong, but his argument was if he was at 
Gander ready to take off to fly to Europe, he is going to be sure before 
he takes off that he knows what the weather is, or else he will carry 
sufficient gasoline to be guaranteed against any contingency. 

In those circumstances the argument was that this will probably 
cost them money and delay the passengers in getting through because 
the pilots will not leave until they are assured the weather is either 
good ahead, or else they will leave with a lighter payload in order to 
carry the necessary gasoline to take care of any eventuality. 

You enter other propositions, such as the navigational aspects. Not 
all of these stations are on flight lines. When you put a station on 
anything but a flight line, then the navigational importance of the 
station decreases. A station is valuable to a plane when the plane 
can fly over it and check its position. Some of these stations are not 
on the flight lines. 

Mr. Vurse.u. From your experience with these problems, and re- 
viewing that from all angles with reference to safety, would you say 
that there is any program on, or program that could a developed that 
would increase the knowledge of weather that would contribute 
further to the safety of flying over the oceans? 

Admiral Ricumonp. Well, sir, I am not an expert in that field. I 
will say this: 

About a year ago the Weather Bureau undertook for 3 months to 
divorce themselves from reports from these stations for test purposes. 
They set up a group that did nothing but long-range forecasting of 
the weather, without the benefit of the reports received from the 
ocean stations, with the idea of looking forward to having no reports 
from the ocean stations and eventually doing away with the ocean- 
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station reports. I do not believe that it was successful. If it was, 
we have never heard of it. 

I also know that in spite of these ships out there now getting reports, 
that the Air Force has made experiments and are still carrying them 
on for so-called air-reconnaissance flights. You can get quite a dis- 
cussion whether or not it would not be possible to fly a plane through 
these various areas and accomplish the same purpose. You can get 
an argument on relative costs of that plus the effectiveness, and it is a 
very difficult thing to answer categorically yes or no. I do not be- 
lieve from anything that has come up to date there has been anything 
developed that will take the place of a ship, or a station out there, to 
take these high altitude soundings. 

Some people say that before the war we used to get merchant-ship 
reports. Again, it does not necessarily follow that the merchant ship 
will be in the same place the plane will go. Further, it is a surface 
report. The very thing that makes your plane safer today is the very 
thing that makes your merchant report of very little value, because 
the weather on the surface has no connection with what the weather 
is up at 25,000 feet. 

Mr. Vursevit. Thank you for your answers to those questions. 

I would like to say for the benefit of the record that I am inclined 
to believe that regardless of the expense of a few million dollars we 
ought to provide all the safety we can for those flying over the ocean. 

r. Steminski. Admiral, before starting a few questions on this 
ocean-station situation, I trust that I am in order, Mr. Chairman, 
in expressing my appreciation to the Coast Guard for the numerous 
trips on which they have taken me during my 3 years here in the 
Congress. I feel it was Government money well spent; you have 
helped further educate a Congressman, Admiral, and inform him 
about your problems in the far Atlantic, here in the gulf, on the 
Great Lakes, on the west coast, in Alaska and in the far Pacific. 

There bas also been a collateral benefit in all this to the people of 
my district, Admiral; not only can I say to them that I know some- 
what better the workings of the Coast Guard, as you have shown 
them to me outside of Congress, but I am better ready to evaluate 
debates and to better vote on other issues dealing with United States 
at home and abroad. 

So again I express to you, Admiral, on behalf of the great people 
of the 13th District of New Jersey, my profound appreciation for all 
of the above that you and the gallant Coast Guard have made possible. 

On this ocean-station program, have we discussed the preventive 
approach? We know about the Bermuda Sky Queen and other helps 
that you have performed, but do we know about the numerous—if 
there have been many—turnarounds that have taken place because 
of the warnings you might have given, thereby avoiding accidents? 
Have we discussed that this morning—the preventive aspect? 

Admiral Ricumonp. Only in a general way. 

: er Semanans. Would you say that was a factor to be considered 
In this! 

Admiral Ricumonp. I could not honestly say I know of any cases 
where, because of any warnings sent out by an ocean station, any 
flights have been canceled. Of course, we could quote numerous 
instances where planes were in trouble—an engine out, a feathered 
propeller, where they have reported to the ocean station and gotten 
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their position and been monitored by the ocean station until they were 
picked up by one of our escort planes, or were cleared from trouble. 

The weather our vessels report goes through the Weather Bureau 
service and is all part of the briefing of the pilot before he takes off, 
which is a civilian airline proposition. Presumably no pilot will 
take off in the face of unflyable weather. What he will probably do 
is lay his flight plan around such bad weather, so undoubtedly there 
have been cases where flights have been made that might otherwise 
have ended in disaster by virtue of this weather reporting, but there 
would be no way of getting the statistics on it. 

Mr. Stemrinski. Until this past new year, I understand that in 
the Bureau of Engraving and Printing there have been very few thefts. 
I think the figures showed less than $3,000 in the last 20 or 30 years, 
and then because of an economy move the inference could be drawn— 
I do not say the situation is so—that because of the removal of two 
Secret Service agents, the tension that existed for security and safety 
in that installation eased, and thereby might have increased the 
temptation for the theft that took place. 

I would like to point out in the record at this point that the removal 
of these stations, though the economies to be effected are of course 
not to be overlooked, might have a similar result on safety and rescue 
work, not only in the air but along the water, and even in submarine 
activities. 

Another question: Is it possible that the atomi: submarine, if it 
develops, could replace these stations by being al;le to cover more 
territory with greater speed? Could it fulfill any of their functions, 
do you think? 

Admiral Ricumonp. It is possible, but my personal reaction would 
be it would be a very expensive way to do it. 


ASSISTANCE FROM OTHER COUNTRIES 


Mr. Steminski. This perhaps comes imio a different sphere now. 
Uncle Sam, since World War II, has been propelled into a very pre- 
dominant economic, as well as military position in the world. 
Hitherto, particularly from 1880 to 1913, the British Commonwealth 
not only ruled the waves, but dominated the commercial lanes and 
brokerage business of the world. What I am wondering is this: 
Now that we have assumed policing of the waves and in many areas, 
the former military posture of the British without, I surmise cutting 
too deeply into their business, I wonder whether we have not been 
propelled into picking up the tab for the policing and safety work, 
while others continue to scoop their brokerage profits? When I went 
on the Great Lakes I observed ice-patrolling work. Do we get any 
help from Canada in that patrolling? 

Admiral Ricamonp. Not on what you witnessed on the lakes. 

Mr. Steminski. With regard to the United States plan for policing 
and refueling in the Mediterranean, I wonder if we receive any 
financial benefit from people trading in the Mediterranean, other than 
Americans, for that policing job. 

Admiral Ricumonp. I would not know, sir. 

Mr. Steminski. Canada knows that if Alaska is attacked Uncle 
Sam would come to its defense. That is on their right flank. On its 
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left flank at Gander, Canada also knows if she is invaded Uncle Sam 
will come and help her. Do you know, if Florida or Oregon were 
invaded, whether Canada or any South American country, would be 
obligated to give us any help, military or economic? 

Admiral Ricumonp. No, sir. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Sreminsktr. Off the record. 

(Discussion off the record.) 

Mr. Sremrnsxt. Do you know, Admiral, whether, if any part of 
America on the Atlantic Coast is struck the powers of Europe under 
any agreement are required to come to our assistance? 

Admiral Ricumonp. I believe that is correct, but I am not familiar 
with the actual terms of the agreement as such. 

Mr. Stremrnskr. I know that we are obliged to come to the defense 
of the Atlantic powers if they are hurt. I wondered if they are in any 
way obligated to help us. 


CONTRIBUTIONS OF OTHER COUNTRIES IN OPERATING OCEAN STATIONS 


Do you know to what extent we are being compensated for our 
ocean stations by other powers? 

Admiral RicumMonp. Yes, as far as those in the Atlantic, that is 
based on an international agreement under which the United States 
contributes so many stations and the other nations also contribute a 
share. Generally speaking, those stations east of the chop line have 
been contributed by the following countries: Great Britain, the 
Netherlands, Norway, and France. In addition, the Canadians, by 
this agreement, were obliged to contribute one-third of a station in 
the Western Atlantic. However, as I indicated in earlier testimony, 
because it was to the advantage of the United States and Canada from 
an operational standpoint to operate a single station rather than a 
divided station, we have entered into a bilateral agreement with 
Canada whereby they will undertake a full station in the Pacific, and 
we will undertake their one-third in this station I just mentioned. 

Mr. Stemrnskt. Is Japan in this Pacific alinement since the treaty? 

Admiral Ricumonp. There is no such international agreement in 
the Pacific. At the present time I think Japan is operating one full- 
time station and a part-time station during the typhoon season. At 
least, they were last fall. I have heard that in the last few months 
that station was actually, since the treaty, being paid for by United 
States funds and that that support was being withdrawn and nobody 
knew whether the Japanese were going to stay in business or not. 

Mr. Stemrnskt. Is Germany in the picture? 

Admiral Ricamonp. No. 

Mr. Sremrnskr. Yet those two powers are reviving in strength 
economically and are in the world market today. Is there not 
another benefit from these weather stations, especially if wartime 
should approach, in that soundings can be taken for submarine 
detection? 

Admiral Ricumonp. Yes. 

Mr. Sremrnskr. Is it not true that Germany for a long time in 
World War II was taking oceanic soundings? 
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Admiral RicumMonp. Just a minute. Your question was submarine 
detection? 

Mr. Sreminski. Bathathermograph, for sound, and so forth. 

Admiral Ricumonp. Did you mean depth soundings? I would 
like to change my answer. My answer is we could. We do not do it. 

Mr. Sreminski. Did Germany do that during World War II? 

Admiral Ricumonp. I cannot answer that. I do not know. 

Mr. Sreminskr. And the savings to Uncle Sam in all this, you 
stated earlier, was $14 million? 

Admiral Ricumonp. Approximately, in round figures, if this present 
plan is adopted. 

Mr. Sreminskr. And in view of the more-trade-less-aid program, 
with surface cargo apt to increase, in which case would you say there 
would be added need for these stations? 

Admiral Ricumonp. For surface-cargo ships? 

Mr. Yes. 

Admiral Ricumonp. No, sir; except insofar as the incidental benefit 
these vessels get. Although these are ocean weather stations, they 
do a number of functions, one of which is to render such assistance 
as they can. We have a list of a number of cases where the ocean 
station has been able to give medical and other assistance to vessels 
that have trouble or are in distress, and obviously if you have more 
vessels the incidence of such cases is apt to go up. 

Mr. Steminski. My questions have been in the light of showing 
whether and to what extent on this there is reciprocity between 
nations. If this is an important function and is to be maintained, 
I am sure the taxpayers of America would like to be reassured that 
other powers are bearing their part of the load. Some are apt to 
think that we are suckers for some powers in the Atlantic and the 
Pacific, and I am sure that the testimony today will develop that 
where it is possible, other nations are contributing their fair share 
of the expenses. That is all. 


ASSISTANCE OF UNITED NATIONS 


Mr. Gary. Mr. Chairman, may I ask one more question? Does 
the United Nations have any connection with this program at all? 

Admiral Ricumonp. I know of no direct connection with the 
United Nations. 

Mr. Gary. Does the United Nations have any organization dealing 
with aviation? 

Admiral Ricumonp. I do not believe so. However, the Interna- 
tional Civil Aviation Organization, which is the organization that 
deals with international civil aviation, is, for purposes of coordination, 
affiliated with the United Nations. 

Mr. Steminskr. Russia is not in this picture? 

Admiral Ricumonp. No. 


REIMBURSEMENTS FROM OTHER AGENCIES 


Mr. Canrievp. Is the Coast Guard engaged in any other activity 
for which it is reimbursed by the Navy or any other Federal agency? 
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left flank at Gander, Canada also knows if she is invaded Uncle Sam 
will come and help her. Do you know, if Florida or Oregon were 
invaded, whether Canada or any South American country, would be 
obligated to give us any help, military or economic? 

Admiral Ricumonp. No, sir. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Streminskt. Off the record. 

(Discussion off the record.) 

Mr. Sremrnsxt. Do you know, Admiral, whether, if any part of 
America on the Atlantic Coast is struck the powers of Europe under 
any agreement are required to come to our assistance? 

Admiral Ricumonp. I believe that is correct, but I am not familiar 
with the actual terms of the agreement as such. 

Mr. Sremrnskr. I know that we are obliged to come to the defense 
of the Atlantic powers if they are hurt. I wondered if they are in any 
way obligated to help us. 


CONTRIBUTIONS OF OTHER COUNTRIES IN OPERATING OCEAN STATIONS 


Do you know to what extent we are being compensated for our 
ocean stations by other powers? 

Admiral Ricumonp. Yes, as far as those in the Atlantic, that is 
based on an international agreement under which the United States 
contributes so many stations and the other nations also contribute a 
share. Generally speaking, those stations east of the chop line have 
been contributed by the following countries: Great Britain, the 
Netherlands, Norway, and France. In addition, the Canadians, by 
this agreement, were obliged to contribute one-third of a station in 
the Western Atlantic. However, as I indicated in earlier testimony, 
because it was to the advantage of the United States and Canada from 
an operational standpoint to operate a single station rather than a 
divided station, we have entered into a bilateral agreement with 
Canada whereby they will undertake a full station in the Pacific, and 
we will aniettaks their one-third in this station I just mentioned. 

Mr. Stemrnskt. Is Japan in this Pacific alinement since the treaty? 

Admiral Ricumonp. There is no such international agreement in 
the Pacific. At the present time I think Japan is operating one full- 
time station and a part-time station during the typhoon season. At 
least, they were last fall. I have heard that in the last few months 
that station was actually, since the treaty, being paid for by United 
States funds and that that support was being withdrawn and nobody 
knew whether the Japanese were going to stay in business or not. 

Mr. Sremrnskr. Is Germany in the picture? 

Admiral Ricamonp. No. 

Mr. Sremrnskr. Yet those two powers are reviving in strength 
economically and are in the world market today. Is there not 
another benefit from these weather stations, especially if wartime 
should approach, in that soundings can be taken for submarine 
detection? 

Admiral Ricumonp. Yes. 

Mr. Sremrnskt. Is it not true that Germany for a long time in 
World War II was taking oceanic soundings? 
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Admiral Ricumonp. Just a minute. Your question was submarine 
detection? 

Mr. Sreminski. Bathathermograph, for sound, and so forth. 

Admiral RicumMonp. Did you mean depth soundings? I would 
like to change my answer. My answer is we could. We do not do it. 

Mr. Sreminski. Did Germany do that during World War II? 

Admiral Ricumonp. I cannot answer that. I do not know. 

Mr. Siemrinskri. And the savings to Uncle Sam in all this, you 
stated earlier, was $14 million? 

Admiral Ricumonp. Approximately, in round figures, if this present 
plan is adopted. 

Mr. Sreminski. And in view of the more-trade-less-aid program, 
with surface cargo apt to increase, in which case would you say there 
would be added need for these stations? 

Admiral Ricumonp. For surface-cargo ships? 

Mr. Sreminski. Yes. 

Admiral Ricumonp. No, sir; except insofar as the incidental benefit 
these vessels get. Although these are ocean weather stations, they 
do a number of functions, one of which is to render such assistance 
as they can. We have a list of a number of cases where the ocean 
station has been able to give medical and other assistance to vessels 
that have trouble or are in distress, and obviously if you have more 
vessels the incidence of such cases is apt to go up. 

Mr. Sreminski. My questions have been in the light of showing 
whether and to what extent on this there is reciprocity between 
nations. If this is an important function and is to be maintained, 
I am sure the taxpayers of America would like to be reassured that 
other powers are bearing their part of the load. Some are apt to 
think that we are suckers for some powers in the Atlantic and the 
Pacific, and I am sure that the testimony today will develop that 
where it is possible, other nations are contributing their fair share 
of the expenses. That is all. 


ASSISTANCE OF UNITED NATIONS 


Mr. Gary. Mr. Chairman, may I ask one more question? Does 
the United Nations have any connection with this program at all? 

Admiral Ricumonp. I know of no direct connection with the 
United Nations. 

Mr. Gary. Does the United Nations have any organization dealing 
with aviation? 

Admiral Ricumonp. I do not believe so. However, the Interna- 
tional Civil Aviation Organization, which is the organization that 
deals with international civil aviation, is, for purposes of coordination, 
affiliated with the United Nations. 

Mr. Sremrnskr. Russia is not in this picture? 

Admiral Ricumonp. No. 


REIMBURSEMENTS FROM OTHER AGENCIES 


Mr. Canriexp. Is the Coast Guard engaged in any other activity 
for which it is reimbursed by the Navy or any other Federal agency? 
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Admiral Ricumonp. Yes, sir. We have the Courier Operation 
for which we are reimbursed by the United States Information Agency. 


REDUCTION IN NUMBER OF SHIPS 


Mr. Canrietp. You tell us this projected program will require you 
to have 11 ships laid up. Those ships are all in the cutter class? 

Admiral RicuMonp. They are mainly destroyer escorts that we 
obtained from the Navy when the search and rescue program was 
stepped up back in 1950 and 1951. There will be three cutters. 

Mar. CanrFieLtp. When you tell us they will be laid up what do you 
mean? 

Admiral Ricumonp. The DE’s we received from the Navy are 
being returned to the Navy and mothballed, and our own vessels 
will of course be mothballed, probably. 


Fripay, JANUARY 29, 1954. 
REDUCTION IN OCEAN WEATHER STATIONS 


Mr. CanFie_p. The committee will come to order for the purpose 
of resuming the examination of the Coast Guard request. 

Yesterday, Admiral, we were considering the change in the Coast 
Guard operation relating to ocean weather stations. 

At this time I have a few more questions in mind. The first one is 
this: It was stated yesterday 11 ocean vessels would be laid up. This 
will involve how many men? 

Admiral RicumMonp. Approximately 2,000 officers and men. 

Mr. CanrieLp. What would become of those complements? 

Admiral Ricumonp. We are forced to reduce our level of employ- 
ment, if you want to call it that; therefore, those men that have time 
to do will be transferred to other units. Regular officers will be trans- 
ferred to other units. We are letting Reserve officers on active duty 
revert to inactive duty and enlistments terminating are being 
discharged. 

Mr. Canrietp. Who provides the weather personnel on the ocean 
weather stations? 

Admiral RicuMonp. The Weather Bureau. 

Mr. Canrmetp. Will you tell us how many of such personnel will 
serve on each station? 

Admiral RicumMonp. They provide 4 men for each station. They 
rotate around—not 4 men to each ship, but 4 men to each station. 

Mr. CanrFreLtp. How about doctors? 

Admiral Ricumonp. The Public Health Service provides the medi- 
cal service for the Coast Guard, and they provide the doctors for the 
stations. 

Mr. Canrre.p. A doctor on each ship? 

Admiral Ricumonp. A doctor on po station. 


REIMBURSEMENTS FROM THE NAVY DEPARTMENT 


Mr. Canrtexp. I note in the printed budget document, pages 521 
and 522, it is indicated that $15 million is scheduled for reimburse- 
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ment to the Coast Guard for operation of ocean weather stations. 
Is this the amount you have programed for this work? 

Admiral Ricumonp. It is not. As I indicated yesterday, we have 
indicated to the Department of Defense that to operate the vessels 
for ocean stations in accordance with the requirements as established 
would require $15,675,000. In the same communication we also 
indicated that would not include cost for the weather observation 
personnel or for the equipment. 

I might also add that I have been told that the appropriation for the 
Federal Security Agency, Public Health Service, has been reduced 
by the medical officers. 

Mr. Canrietp. Admiral, we have a report made by the investiga- 
tive staff of the House Committee on Appropriations, and in that 
report it is twice stated that the level of this program has been priced 
at $15,600,000 and will be included in the Navy budget for 1955. 

Admiral Ricumonp. You will recall, Mr. Chairman, yesterday I 
referred to a letter from the Comptroller of the Defense Department 
to the Secretary of the Treasury, dated January 11, 1954, and I read 
that letter in which it specifically said the amount of $15,675,000 has 
been added to the Navy budget in the appropriation ‘‘Sbips and 
facilities, Navy.” 

Mr. CanrieLp. Do you know what amount the Navy requested to 
be included in the budget? 

Admiral Ricumonp. I presume they requested this amount. The 
only notation appears on page 521 of the printed budget, where it says 
$15 million. 

Mr. CanFreLp. Was there any discussion between the Coast Guard 
and the Navy regarding a cut of $675,000? 

Admiral Ricumonp. None. 

I think that it might be interesting to read the letter that estab- 
lished this figure. ith your permission, I would like to read it to 
you. It is to the Secretary of Defense signed by the Acting Secretary 
of the Treasury, dated December 4, 1953. 

(The letter referred to is as follows:) 

Hon. Cuaries E. WILson, 
Secretary of Defense, Washington, D. C. 
DeceMBer 4, 1953. 

My Dear Mr. Secretary: In your letter of November 23, 1953 you requested 
an estimate of costs of continuing the 533 ocean weather stations recommended for 
retention in 1955 from the standpoint of military urgency. For budget and plan- 
ning purposes, the estimated Coast Guard costs for this program in fiscal year 
1955 are as follows: 

Estimated cost 


Transportation of things 
Other contractual services 
Supplies and material 
Equipment 


Total estimated cost 


The above estimate is based upon the following assumptions: 

(1) That three ships of the WAVP or WPG type will be programed per station, 
or a total of 17 ships for 5% stations. 

(2) That all of the ships will be available to the Coast Guard in discharge of 
its basic search and rescue program, and will be under operational control and 
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direction of the Coast Guard at all times. On this assumption the vessel require- 
ments of the Coast Guard for search and rescue is being reduced 15 vessels. 

(3) That the cost to be financed by the Department of Defense will be limited 
to: (a) Direct operating expenses for the vessels, including personnel costs, 
maintainance and fuel; and (b) supporting costs directly attributable to these 
‘osentt, such as ordnance and gunnery training, travel and shipment of household 
effects. 


(4) That funds to cover these costs will be transferred to the Coast Guard in 
advance, rather than on a reimbursable basis. 

(5) That the estimate does not include $700,000 for weather observation expen- 
ses eeney financed from Department of Commerce (Weather Bureau) appro- 

riations. 
Very truly yours, 
H. Rose, 
Acting Secretary of the Treasury. 

That letter is a matter of record. That is the only communication 
on this between the Defense Department and ourselves except this 
letter of January 11, acknowledging the letter that I just read. 

Mr. Gary. If you find it impossible to operate these stations on 
the $15 million requested, you will not be able to use any of your 
appropriation for that purpose, will you? 

Admiral Ricumonp. That is correct. I think I ought to emphasize 
at this point that one of the confusing elements of this is that these 
vessels, although they have been used on ocean stations, are also 
used in discharging our basic search and rescue duties along the coast 
of the United States. 

It would be uneconomical for us to say these ships do nothing but 
ocean station work and that over here we have another group of 
snipe that do nothing but our statutory search and rescue duties. 

nder these circumstances we have been able to operate a combined 
program with fewer vessels. 

ou will notice that we indicated in making this assumption we 
felt we should have complete operational otlizit Mstaties it is necessary 
to have these vessels available to do our search and rescue duties. 

Let me give you an example: 2 years ago, I think it was, the tankers 
Fort Mercer and Pendleton broke in two off Cape Cod. At that time 
3 or 4 major vessels were involved in the combined operation of 
rescuing the personnel on those ships, along with the lifeboat stations 
along the shore. Now, all those vessels were vessels we utilized on 
ocean station work. They were not vessels there for search and rescue 
alone. 

he point is that in our program today we have only 16 vessels. 
If this ocean station program is not accepted or picked up, we do not 
have enough major vessels along the coast of the United States to 
discharge, in our opinion, our basic search and rescue statutory duty. 


SEARCH AND RESCUE PROGRAM 


Now, with respect to this search and rescue program, as indicated 
in the Commandant’s statement, the 16 major vessels that appear in 
our program here, dollar-wise, are considerably under the number of 
vessels we had before the war for statutory seareh and rescue duty, 
and at a time when we were not doing ocean station duty. 

We have had quite a study made—and I would like to leave a copy 
of this with the committee—indicating the potential workload. That 
is all that you can do in search and rescue. You cannot prognosticate 
when an incident is going to happen, but this demonstrates pretty 
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conclusively that the workload today is up well over 100 percent over 
what it was in 1939. I am speaking now of the potential workload. 

There are more fishing vessels involved; more small craft involved; 
there is more shipping and there are more planes flying the ocean. 
In some categories the percentage of increase is over 1,000, aviation in 
particular. Others have gone up 300 percent. 

Practically, you cannot solve your search and rescue problem by 
having one major cutter in a district. You have to have a standby 
vessel, and 16 vessels would not be enough. 

Oddly enough, it would take almost as many vessels to discharge 
the statutory Coast Guard duty as it does for us to carry on that 
statutory duty and at the same time conduct this ocean station 


program. 


REDUCTION IN PORT SECURITY PROGRAM 


Mr. CanrFieLp. It is noted there has been a reduction of some 836 
officers and men in the port security program from the time it was 
initiated in 1950 to the present time. 

Is it your understanding that the truce agreement in Korea has had 
some bearing on this reduction? 

Admiral Ricumonp. Not in that 800; no, sir. I do not think it had 
anything to do with it. The reduction came in this fiscal year as the 
result of a decision to reduce the overall program. 

This committee is familiar with the fact that the program is a limited 
program in number of ports covered and in areas in the ports. 

he workload the program was designed to take care of has reduced 
somewhat as the result of the decrease of activities in Korea. 


PURPOSES OF PORT SECURITY PROGRAM 


Mr. CanrFievp. At this point will you be good enough to summarize 
for us as best you can the purposes of this program? 

Admiral Ricumonp. The present port security program is not an 
all-out port-security program that we would have in the event of a 
total emergency. it is a peacetime program that was evolved out of 
the enactment of the so-called Magnuson Act, which amended the 
Espionage Act. The Magnuson Act provided if the President found 
that the country was endangered from any one of four various reasons 
that he could evoke or establish measures to cope with the situation. 

The President found in 1950 that the country was endangered, as 
I recall it, because of subversive reasons, and a modified port security 
program was developed to meet that requirement. This committee 
approved the funds for that, and at the present time the program is 
in the process of modification downward, but the basic requirement, 
or the basic finding of the President has never been modified. 


HARBOR-ENTRANCE PATROL WORK 


Mr. CanrieLtp. How many officers and men have been engaged in 
harbor-entrance patrol work? 

Admiral Ricamonp. In the harbor-entrance patrol work as such, 
up to the last year, or the last few months, it has actually been limited 
to approximately 150 to 200 officers and men. 

The committee will recall that this was one part of the program 
that was never completely implemented, due to the fact that the 
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vessels for this patrol were not made available, either in the original 
program or the supplemental which this committee passed, I think, 
approximately 2 years ago. 

Mr. CanFietp. How will this number that you have just indicated 
be affected under the modification program? 

Admiral Ricumonp. They will not be affected. Actually, as I 
have indicated, the latter program is being stepped up in a sense as 
the equipment furnished under the supplemental has become available. 

Mr. CanrieLtp. How many officers and men are engaged in patrol 
work around New York harbor? 

Admiral Ricumonp. Originally the figure was in the neighborhood 
of 750. Within the last year, as the result of the reduction in the 
current year, that has dropped to about 600, of which the major 
portion were in what we called the shoreside patrol. Since this 
program involves the elimination of that shoreside patrol, except for 
spot checks, probably 350 to 400 will be eliminated. 

Mr. CanFretp. What has been the function of the shoreside patrol? 

Admiral Ricumonp. Well, the program was originally designed so 
that those piers that were handling MDAP cargoes and military 
shipments overseas would be subjected to complete guarding. That 
guarding of the pier could either be on a permanent basis or periodic 
= en of the character I mentioned were moving across those 

ocks. 

At the same time, there was a waterside patrol from the waterside, 
as well as the strict guarding of the piers in question. That shoreside 
patrol will have to be eliminated under this modified program. 


PERSONNEL ENGAGED IN SECURITY CLEARANCE 


Mr. Canrietp. How many Coast Guard personnel have been 
engaged in the issuance of security clearances in the New York area? 
Admiral Ricumonp. Relatively few. I would like to put the exact 
figure in the record. 
Mr. Canrtevp. Insert figures also for San Francisco and Seattle. 
Admiral Ricumonp. Yes. 
(The information requested is as follows:) 
Number of 
Coast 
Guard 


personnel 


Port utilized 


New York, N. Y 
San Francisco, Calif 
Seattle, Wash 


PERSONNEL ENGAGED IN EXPLOSIVE LOADING AND INNER WATERSIDE PATROL 


Mr. Canrretp. How many personnel are engaged in the super- 
vision of explosives loading? 

Admiral Ricumonp. Overall, or any particular port? It would 
vary at different ports. 

Mr. Canrie.p. Overall with a breakdown. 

Admiral Ricumonp. I would like to put it in the record. In New 
York I think about 100 or 125. That is my recollection. 
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Mr. CanFretp. Will you do it also for the inner-harbor waterside 


patrol? 
(The information requested is as follows:) 


Coast Guard personnel utilized for explosive loading and inner harbor waterside patrol 


Number of 
Coast Guard 
personnel for 

supervision 
of explosive 

loading 


Number of 
Coast Guard 
personnel for 
inner harbor 

waterside 

patrols 


Philadelphia. - 
Norfolk-Baltimor 


New Orleans 

Galveston-Houston 

Cleveland 

San Francisco 

Portland-Astoria-- 

Seattle 
Honolulu 


Admiral Ricumonp. I would like to explain to the committee these 
figures are going to be subject to a little margin of error because this 
inner-harbor patrol has been a combined patrol and a man might be on 
waterside today and shoreside tomorrow, but I can give you the 
approximate number. 


REDUCTION IN SHORESIDE PATROL 


Mr. Gary. Admiral, what phases of the port-security program will 
be reduced or eliminated as a result of this ‘‘new look’’? 

Admiral Ricumonp. The shoreside patrol, the restricted areas, will 
be the main, in fact the reduction. 

Mr. Gary. Will you continue your registration program? 

Admiral Ricumonp. Screening program? Yes, sir. 

Mr. Gary. Will you continue to search the vessels? 

Admiral Ricumonp. Entering? 

Mr. Gary. Yes. 

Admiral Ricumonp. Yes, sir. 


PERSONNEL REDUCTIONS IN PORT-SECURITY PROGRAM 


Mr. Gary. How many men did you say you will eliminate? 
Admiral Ricumonp. 2,053 officers and men from the port-security 


program. 


TOTAL PERSONNEL REDUCTIONS IN FISCAL YEAR 1955 


Mr. Gary. How many men does this appropriation contemplate 
that you will release altogether next year? 


1 
| 
Port 
3 8 
10 24 
| 25 24 
| 
5 24 
} 40 44 
16 
20 36 
| 
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Admiral Ricumonp. The release of these men, sir, will be in the 
current year. The program contemplates that our personnel level 
average of employment next year will be 5,228 officers and men less, 

Mr. Gary. And what percentage of the total is that? 

Admiral Ricumonp. Of the total strength of the Coast Guard as 
of today? 

Mr. Gary. Yes. 

Admiral Ricumonp. Roughly one-sixth. 


REPLACEMENT OF GUARD PERSONNEL BY STEAMSHIP COMPANIES 


Mr. Gary. How many of these men are going to be replaced by 
guards provided by steamship companies and terminal operators? 

Admiral Ricumonp. That would be a very difficult question for 
me to answer specifically. As a practical matter I doubt that the 
steamship companies will add any additional guards. We have 
attempted, in running this program, to have the steamship companies 
become more security conscious, and we have set up councils and 
encouraged them to police their own docks and piers. As I indicated, 
the restricted piers were, generally speaking, only on a periodic basis, 
depending on shipments of MDAP supplies across them. The only 
place there has been a different approach is New York, where the 
district commander felt, because of the importance of the port and 
the training that comes out of it to permanently restrict certain piers. 
He selected piers where a large proportion of the time military cargoes 
were moving across them and declared them restricted. During this 
period we did not supplant the local guards. 

As rapidly as the pier guards got to a point where they could carry 


on this work all the time, he has withdrawn this certification of being 
restricted, so that it has gone from 24 about a year and a half ago 
down to 9 restricted piers at the present time, and he yoy to get 


all of them returned to, or under the complete control of, the owners, 
except at such times they were actually moving military cargo across 
the piers at which time our people would go back. Under this program 
we will not be able to go back. 


IMPORTANCE OF INCREASING RESERVE TRAINING FORCE 


Mr. Gary. If you reduce your active personnel approximately one- 
sixth next year, would it not be advisable to increase your Reserve 
training force so that you would have men available for service in 
the event of emergency? 

Admiral Ricumonp. It would be very desirable, sir, for two reasons, 
one is that the trained organized Reserve today for this purpose is 
inadequate to meet our requirements, and by reducing the force in 
the port security we are simply aggravating a situation to the extent 
that we reduce them. 

Mr. Gary. Your budget request does not call for any increase in 
Reserve? 

Admiral Ricumonp. It does not. 

Mr. Gary. That is all, Mr. Chairman. 

Mr. Canrietp. Mr. Vursell. 
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TOTAL REDUCTIONS IN APPROPRIATIONS 


Mr. Vurseti. Do I understand, Admiral, that your total reduc- 
tions are about $500,000 for your whole organizational expense? 
Admiral Ricumonp. You mean the total reduction in OE money? 
Mr. Vursety. What I would like to know is what is your overall 
total reduction, if any, for your entire aepartment? 

Admiral RicuMonp. $30,675,000. 


REDUCTION IN PERSONNEL 


Mr. VurseEtx. Can you tell me approximately how much reduction 
in force that covers? 

Admiral Ricumonp. That would be a reduction of 5,228 officers 
and men, military, and approximately 800 civilians. 

Mr. Vurse.u. That is all I have, Mr. Chairman. 

Mr. CanrFietp. Mr. Passman. 


SECURITY RISKS 


Mr. PassMAN. Admiral Richmond, since we are on the question 
of port security and general security, I should think the personnel 
ou use for port security, officers and men, are well screened for 
oyalty to the country? 

Admiral RicumMonp. Yes, sir. 

Mr. Passman. How many civilians do you have in the Coast 
Guard? 

Admiral Ricumonp. At the present time we have of all types—that 
is Wage Board as well as classified and includes laraplighters who are 
part time—5,270 was the average employment in the present fiscal 
year, and for next year it will be 4,448. 

Mr. PassMan. You are familiar with the loyalty security program 
inaugurated by President Truman in 1947 and wisely continued by 
President Eisenhower? 

Admiral RicumMonp. Yes, sir. 

Mr. Passman. In the past year have you discharged any employees 
as security risks? 

pe | Ricumonp. As you know, that comes under the Treasury 
Department. Mr. Tuttle is the personnel loyalty officer, I think, 
for the Treasury Department. As I understand the situation, there 
are many factors that would make a man a security risk. During the 
past year there have been discharges for cause, and some may have 
been under the Executive order as being potential security risks. 
Such things as drunkenness may be included in that. 

Mr. PassmMan. Do you remember the number you discharged in 
the past year? 

Admiral Ricumonp. Not exactly. I would say it is approximately 
80 for cause. 

Mr. PassmMAN. For cause? 

Admiral Ricumonp. Yes. Whether they were security risks, I 
do not know. I know of one case where a man was discharged for 
insubordination. 1 would not include that as a security risk, but I 
would include that in the 80. 

Mr. Passman. That same program has been in effect since the 
loyalty security program was inaugurated in 1947? 
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Admiral Ricumonp. That is correct. 

Mr. Passman. And you have had a certain number discharged 
each year? 

Admiral Ricumonp. Yes. 

Mr. Passman. Will you insert in the record how many you have 
discharged each year since this program was inaugurated? 

Admiral RicumMonp. Yes, sir. 


(The information requested is as follows:) 

Number of separe- 

Fiscal year: tions for cause 
19 


Mr. PassMan. That is all. 
Mr. Canrietp. Mr. Sieminski. 


OBLIGATIONS UNDER THE NORTH ATLANTIC TREATY ORGANIZATION 


Mr. Sreminski. If the United States is attacked, does the Atlantic 
community immediately declare war? That ties in with the possi- 
bility of some weather stations being declared neutral or unavailable 
to America in case of war. Do you know if NATO is a one-way 
street? 

Admiral Ricumonp. I can answer that by saying I do not know. 


UNITED STATES COAST GUARD COMPARED WITH SIMILAR ORGANIZATIONS 
OF OTHER NATIONS 


Mr. Sremrnski. What is the proportion, in terms of size, of our 
Coast Guard personnel in relation to other seafaring nations of the 
world? The Netherlands, and the British, for instance? Do you 
know what the ratiovis? 

Admiral Ricumonp. Sir, I do not think you could give any ratio 
because I know of no other nation that has an organization com- 

arable to the Coast Guard. The British, of course, do have a Coast 

uard, but their idea of a Coast Guard is entirely different from ours. 
When I served over there during the war people would say of our 
Coast Guard, “You are a combination of Royal Navy, Life-boat 
Association, Board of Trade, Ministry of War Transport, and other 
things all rolled in one.” The Greeks have the Port Officer Corps in 
which they have 12,000 officers and men, but their job comes closer 
to the merchant marine. They do not do search and rescue work. 

Mr. Sreminskr. What about the Netherlands? 

Admiral Ricumonp. I do not think the Netherlands have anything 
quite comparable either, sir. They man their ocean station by a 
vessel which, as I recall it, is financed by what amounts to their 
merchant marine. 

Mr. Steminskrt. What about Canada? 

Admiral Ricumonp. In Canada, it is the Royal Canadian Navy, 
I believe. 

Japan comes as close to having an organization at the present 
time comparable to the Coast Guard, largely, probably, because of 
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the study under SCAP that was made after the war and they adopted 
many of our ideas. 


TOTAL COAST GUARD PERSONNEL 


Mr. Sremrnski. Is it an open disclosure, your total officers and 
men, civilians and everyone else? 

Admiral Ricumonp. Yes. 

Mr. Steminskr. What is it? 

Admiral Ricumonp. Presently? 

Mr. Srpminski. Yes. 

Admiral Ricumonp. 33,894 average for this year. 

Mr. Sreminski. What is the highest you ever had? 

Admiral RicumMonp. 179,000 officers and men during the war. 

Mr. Sremrinski. Has there been a gradual diminishing of that 
number to the present number? 

Admiral RicumMonpb. No, sir. The Coast Guard started demobiliz- 
ing immediately following V-J Day and within the year we met our 
demobilization requirements and were down by the end of 1946 to 
30,956 and by 1947 to 22,026 from a total of 179,380 in 1945. That is 
the total, officers, enlisted men and civilians. Since that time there 
has been a gradual buildup to a high in 1952 of 40,337. 

Mr. Steminski. We see a definite reaction in war to your strength. 
Is there a similar reaction in peace, when the trade winds blow that 
could propel your strength upward? Is there any pattern we can 
follow in terms of increased trade? Does your strength go up in 
any sense? 

Admiral Ricumonp. That would be a difficult question to answer 
for this reason: As you know, the Coast Guard today is a combination 
of several services. To take your question and go back and analyze 
it over the years we would have to take into consideration the per- 
sonnel that was in those other services at that time. I have here 
the size of the Coast Guard from 1916, but to read you those figures 
would be misleading because they do not include the number of 
people in the Lighthouse Service and so forth during those periods. 

I would say the Coast Guard in peacetime prior to World War II 
fluctuated more with the particular jobs that were given to the Coast 
Guard depending on the national problems. For example, during 
the period 1924 to 1930 the size of the Coast Guard was high because 
of the rumrunning at that time. We went from 4,400 officers and men 
in 1924 to 9,200 officers and men in 1925. 

Mr. Gary. Will the gentleman yield? 

Mr. Steminski. Yes, sir. 

Mr. Gary. Mr. Sieminski was asking about a comparison of our 
Coast Guard with other nations. Does any nation have as extensive 
a coast to guard as we do? 

Admiral Ricumonp. Offhand I cannot think of any. 

Mr. Sreminski. I like that question, Mr. Gary, I like the word 
“guard” and Admiral, I like the way you highlight your strength in 
relation to national problems; I like also to think that in the next 10 
years our economy will expand; if we address ourselves to the allevia- 
tion of world suffering and the raising of the standard of its living, it is 
well to think that the trade of the United States will go up; in this, some, 
presumably, will try to get in our back doors. As Mr. Gary states, our 
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coast is extensive; we should be alert to the problems that will be 
created with America’s desire to do its share in propelling the welfare 
of people around the world; I question the wisdom of relaxing port and 
coastal security in the light of that hoped for increased activity which 
is bound to come unless we go the other way, and decide to wipe our- 
selves out. Thank you, Mr. Chairman. 


EFFECTS OF REDUCTIONS IN COAST GUARD 


Mr. CanrreLp. Admiral, just to emphasize how 1 newspaper pub- 
lished in a metropolitan area—this one in New York—can sometimes 
indulge in an erroneous report which, unfortunately, tends to mislead 
and perhaps disturb its readers greatly, I desire to refer to a published 
report in the current week. In an article I hold in my hand reference 
is made to a projected reduction during fiscal year 1955 in Coast 
Guard personnel of 5,200 men. In the following paragraph it is stated, 
in effect, that on top of this reduction further reductions of about 
28,675 officers and men will be effected through normal attrition. By 
just adding up the figures it will be readily ascertained that if these 
reductions are actually effected in Coast Guard strength, at the end 
of fiscal year 1955 the Coast Guard will be composed of 36 officers 
and men. 

On the day following this report this newspaper said that this last 
paragraph was inadvertently inserted, and of course it is a glaring 
error. However, it inspires me at this moment to ask you, Admiral, 
this question: Do you feel there is any cause for alarm on the people 
of that great metropolitan area of New York that because of these 
projected cuts their security will be seriously endangered and the 
Coast Guard will be precluded from doing its usually fine job? 

Admiral Ricumonp. No, sir. I do not think so. I think a careful 
reading of the article by any unbiased reader, when you get in the 
second part where it is a more factual statement, would indicate that 
the major activities of the Coast Guard are not being affected by 
these reductions. Off the record. 

(Discussion off the record.) 

Mr. Canrie_p. Admiral, what you say about the latter part of 
the article to which I referred is true, and in that article Rear Adm. 
Louis B. Olson, commander of the Third Coast Guard District, whom 
we met and regard highly, emphasized that the major work of the 
Coast Guard would be continued and that among the services that 
will be maintained will be the searching of certain inbound vessels. 


NUMBER OF PERSONNEL IN THE COAST GUARD 


Admiral, this may be repetition but will you tell us again what 
will be the number of personnel of the Coast Guard under your 1955 
estimate? 

Admiral RicuMonp. Military personnel, 28,657. 

Mr. Canrretp. Which is a reduction of how many? 

Admiral Kicumonp. 5,228. ‘that will include the people we would 
have on the basis of this reimbursement. If this reimbursement does 
not come through the reduction will be more drastic. It will involve 
another 3,000 officers and men. 
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Mr. Canrie.p. But the cut of 5,228 officers and men is an overall 
cut and will not be borne completely by the port security forces? 

Admiral Ricumonp. Yes. 

Mr. Canrietp. As I understand, the latter takes a cut of some 
2,053 persons? 

Admiral Ricumonp. That is correct, sir. Let me state the matter 
of reimbursement in another way. Based on the dollar figure in this 
appropriation, this appropriation supports, roughly, 8,000 less officers 
and men than we had in fiscal year 1954. 

Mr. Canrie_p. Having in mind the Navy taking over a part of 
that? 

Admiral Ricumonp. Yes. They are to support 3,000 officers and 
men. 

Mr. Passman. Off the record. 

(Discussion off the record.) 

Mr. Passman. Will the chairman yield? 

Mr. Canrietp. Yes. 

REIMBURSEMENTS 


Mr. Passman. Admiral Richmond, not only in your organization 
but in many others, practically every department that comes before 
this committee mentions something about some reimbursable item 
they will get from some other agency, and the other agency will 
get some reimbursement from a previous agency. I wonder if the 
amount of paper work involved is not substantial? 

Admiral Ricumonp. It is very substantial, sir, and it also poses a 
great many administrative difficulties. 

Mr. Passman. I am thinking in terms that all the money comes 
out of the Treasury. You are not actually reducing the appropriation 
by having one department reimburse another, and I wonder if some 
system could not be devised whereby each agency would show the 
cost of the services being rendered by others and if we could not save 
millions of dollars a year. 

Admiral Ricamonp. You are probably familiar with the fact that 
the Senate committee is making a study of this and a form has been 
presented which I believe perhaps you have copies of setting out the 
reimbursable items and the desirability or nondesirability of them. 

Mr. PassMan. I want to make it clear that this is no reflection on 
your agency, because it has been going on for generatiors. 1 know of 
no agency that does not have a reimbursable item from some other 
agency, and the other agency usually has a reimbursable item from the 
previous agency. 

Admiral Ricumonp. If I may go off the record. 

(Discussion off the record.) 

Mr. Steminsk1. Off the record. 

(Discussion off the record.) 


RESERVE COMPONENTS 


Mr. Canrre.p. Admiral, I think Mr. Gary brought up a very 
important point when he referred to the growing importance of the 
Reserve components of the Coast Guard in view of the present situa- 
tion. I assume that with a smaller number of Regular military per- 
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sonnel you will look to those Reserve components in case of an 
emergency? 

Admiral RicumMonp. Yes. 

Mr. CANFIELD. What is the situation with regard to the Reserve 
components? 

Admiral Ricumonp. The plans for next year contemplate an or- 

anized Reserve essentially on the same basis as at the present time. 

e have at the present time a relatively good-sized number of people 
in the Reserve. I would like to draw the attention of the committee 
to this fact, however, that as far as the enlisted strength, which at 
the present time is approximately 14,500 men, two-thirds of that 
number are those who are in the Reserve by virtue of the obligated 
service requirement. Therefore, to all intents and purposes, as far 
as I am concerned, they are merely mobilization names on paper, 
and that number will not be increased. The real corps of the Reserve 
is in its officer strength, which at the present time is 3,648, and ap- 
proximately 4,500 enlisted men who are in the organized units of 
port security and others, The majority are in the port-security units. 
At the present time we have 57 port-security units, 20 vessel augmen- 
tation units, and several small aviation units, Those people are 
taking regular drills. We have planned our program on the basis 
of 48 regular drills a year as an organized group plus 2 weeks’ training 
as a unit. As indicated, that number is under the number that is 
required under our mobilization requirements of M up to M-plus-3 
to M-plus-5. 

Mr. Canrievp. Off the record. 

(Discussion off the record.) 

Admiral Ricumonp. As you know, we have certain assigned duties 
which we will have to meet. Our requirements for new personne! in 
the event of emergency go up very radically after mobilization date. 
We have an immediate requirement for more than we have in the 
present organized units and those that are contemplated under this 

‘plan for 1955. 
oni CANFIELD. Will you tell us briefly what that training consists 
of? 

Admiral Ricumonp. The majority of these people are in organized 
units that meet weekly. We intend to get every member out for each 
drill so this is predicated on each man getting his 48 drills a year, plus 
2 weeks of training when the whole unit goes to some particular point 
and drills as a unit. 

RETIRED PAY 


Mr. Canrrevp. There is little or nothing that can be done with 
regard to the funds for retired pay. 

moray Ricumonp. That is true. There is little that can be done 
on that. 

I would like to call attention to one thing. Under Public Law 239 
the retired-pay appropriation is now running what amounts to an 
insurance proposition. Under this, a retired officer takes a deduction 
in his retired pay, and as the result of that, if he predeceases his spouse, 
she gets an annuity depending upon the particular option he takes. 
To date 129 have taken that. At the present time their deduction 
from their retired pay gives us a credit. Some day it might very 
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well be the other way. I just wanted to call that to the attention of 


the committee. 
Mr. CANFIELD. That law was approved August 8, 1953? 


Admiral Ricumonp. Yes. 


SURPLUS MATERIAL 


Mr. CANFIELD. On page 10 of your general statement you men- 
tioned a program of identifying and reporting excess, surplus, and 
obsolete material which has been identified. As a result of this pro- 
gram you indicate almost $4 million of unrecorded material on hand 
was taken up in inventory in the fiscal year 1953. 

Was that wartime material, or material returned from overseas? 

Admiral Ricumonp. Generally speaking, wartime material that had 
never been inventoried and classified. ; 

Mr, CanrreLp. You indicate through this program considerable 
material no longer required has been disposed of. 

Admiral Ricumonp. That is correct. 

Mr. Canrievp. Will you discuss that briefly? 

Admiral Ricamonp. Well, as this committee well knows, because 
you have mentioned the matter, the Coast Guard had on hand after 
the war large amounts of equipment. The great majority of it was not 
in inventory. We did not have the machinery or the personnel to 
inventory it immediately. Furthermore, as you know, we revised 
our supply system. It has been a continuing program. We are just 
now beginning to get the final results of that program. 

Captain Arrington, would you like to comment on what it would 
take to clear this up finally? 

Captain Arrinaton. We feel and hope that by the end of this 
fiscal vear we will have ali of the stores inventories. We hope that 
within another 18 to 24 months to be able to dispose of all the obsolete 
and excess materials which are not required for our operation. 


CHANGE IN BUDGET STRUCTURE AND ACCOUNTING SYSTEM 


Mr. Canrreitp. On page 11 of your statement you mention an 
improvement in the budget presentation for operating expenses. Will 
you explain that a bit? 

Admiral Ricumonp. As you recall, as a result of the Ebasco survey 
which was made in 1948-49, we did change our presentation to the 
present type. There was advocated at that time a number of things: 
One, we should have a functional approach. In arriving at those 
functions, as you know, we have had assistance and law enforcement, 
aids to navigation, and the ocean station program. There are a great 
many of the supporting activities that must’ be carried on that do not 
lend themselves to being broken down into those individual classi- 
fications. 

Furthermore, it was not possible to devise our accounting system on 
that basis. Therefore, it has led us into this sort of thing—the direct 
costs usually of the various functional activities we have been able to 
gather pretty well. But we always run afoul of the aportiorment of 
the supporting activities. Since our figures are gathered on the basis 
of units, we feel that this presentation which we have suggested, and 
which is under discussion with the Treasury Department and the 
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Bureau of the Budget, would give to the Bureau a more realistic 
evaluation of where the dollar appropriated to the Coast Guard is 
actually going. 

At this point I recommend that Captain Arrington, testify who has 
done the groundwork on this and is more familiar with it. 

Captain Arrineron. Mr. Chairman, we realize a detailed examina- 
tion of this alternative penseniatinn would probably require more time 
than the committee could devote at present. We would be very happy 
to discuss it at greater length when the committee finds the oppor- 
tunity, or discuss it with the committee’s representatives. 

At this point I would like to make the general comment that we have 
tried to follow the mandate of the committee in originally sponsoring 
and setting up our accounting system after the Ebasco survey. In 
that mandate, it was quite clear that the committee insisted on our 
following sound accounting principles. In carrying out that mandate, 
and in trying to apply the principles, we have had the greatest cc op >»ra- 
tion on the part of the General Accounting Office, Accounting Systems 
Division, and thei: Audit Division as well as the Treasury Department, 
Bureau of Accounts. 

This proposal we have made has been discussed with each of those 
agencies. We have received a statement of the views of the General 
Accounting Office, Audit Division representatives, who are with us in 
evaluating the results of our program. 

As Admiral Richmond pointed out, using the coneaniing system 
which we feel has been established on sound principles, we gather costs 
according to the various types of units that we operate and also 
according to the various planned programs necessary for the support 
of those units. 


SUGGESTED ALTERNATE BUDGET STRUCTURE 


In other words, we gather our costs according to this alternative 
budget presentation which I would like to make available to the com- 
mittee for its study. 

Mr. CanFieLp. Without objection, this statement will be inserted 
in the record at this point. 

(The statement referred to is as follows:) 
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Obligations by activities 


Actual, 1953 | Estimate, 1954) Estimate, 1955 


8 $72, 191, 716 
. Aviation operations 3, 926, 609 
. Shore stations and aids — 

. Repair and supply facilit 

. Training and recruiting 

. General administration and operational control 
. Other military personnel expense 


. Lay-up program 
10. Other financial changes 


Total, direct obligations 
Obligations payable out of reimbursements 
from nonfederal sources: 


Replacement of personal pro; 
Other reimbursements sources 


from other accounts: 
13. Operation of ocean stations 
14. Other 


Total, obligations payable out of reimbursements_ -- 2, 032, 191 
Obligations incurred 199, 199, 775 


Comparison 1953, 1954, and 1955 


Function and type of unit 


1. Vessel operations: 
$37, 663, 117 


Subto 
2. Aviation operations: 
(a) Air stations and air detach- 


3. stations and aids 
Lifeboat stations. - 
) Light stations, 
radio beaco 


(d) Radio stations..... 
(e offices and 


( 
Port security units 
( International Patrol 


( Loran transmitting stations__- 


aids to navigation 

()) Disestablished shore units and 
auxiliary t 


41, 118, 979 


Description 
1 $50, 559, 591 
2 13, 139, 412 
3 32, 816, 323 
. 4 13, 265, 017 
| 4] 5, 294, 978 
15, 257, 444 
15, 977, 217 
9, 573, 136 11, 538, 077 8, 090, 018 
| Se 188, 250, 000 155, 900, 000 
22, 781 20, 000 20, 000 
4 Re 110, 096 110, 000 110, 000 
& Total. obligations pavable out of reimbursements from 
132, 877 130, 000 130, 000 
1, 899, 314 1, 370, 000 1, 370, 000 
| 189, 759,000 | 173, 075, 000 
1953 actual 1954 estimate 1955 estimate 
Num- Num- Num- 
berof | Amount | berof | Amount | berof| Amount 
units units units 
s 20 | $15, 277, 504 
3B, O10 | 98 9, 451, 013 
ST cantdeheullbbdbeebusnganns 43 3, 559, 900 43 3, 657, 223 43 3, 749, 816 
; oi Dey eee. 465.).......-... 115 | 16, 546, 432 116 | 17, 407, 956 116 17, 832, 050 
¢) Miscellaneous floating units---. 39 | 4,510, 405 39 | 4,136,094 39 4, 249, 208 
(19)| 12, 925, 639 (22)| 13, 926, 609 (21)} 13, 139, 412 
ec- 
fin dor ctatio 338 | 5, 963, 223 327 | 5,995, 908 327 6, 165, 892 
38 | 3,145,028 41 2, 624, 581 41 2, 754, 760 
| 16 | 1,569, 445 15 1, 400, 613 15, 1, 437, 127 
52 | 6,183, 530 53 | 4,995, 218 53 5, O11, 603 
| ee ee 12 1, 427, 291 14 1, 331, 738 14 1, 200, 911 
15 | 7,214,948 15 | 7,844, 597 10 2, 581, 767 
| ae a 1 75, 471 1 123, 744 1 124, 056 
38,034 | 65,783,905 | 37,212 | 3,789,472 | 37,212 4,044, 011 
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Comparison 


1958, 1954, and 1955—-Continued 


1954 estimate 


1955 estimate 


Function and type of unit 


Num- 
ber of 
units 


Amount 


Num- 
ber of 
units 


Amount 


4, Repair and supply facilities: 
(a) Bases, repair units, and moor- 
$4 ose $10, 682, 816 
745, 671 


150, 998 
2, 960, 477 


(c) Testing and development ex- 
pense 
(d) Supply 


$10, 636, 518 
658, 031 


406, 112 
2, 170, 107 


14, 539, 962 


5. Training and recruiting facilities: 
(a) Academy. 
(6) Training units 
(c) Reeruiting and receiving 
(d) Personnel in training ! 


Subtotal 


6. General administration and opera- 
tional control: 
(c) Group offices... 
(d) Inspection 
(e) Section offices 
(f) Liaison with other agencies____ 


126, 217 
111, 574 


18, 663, 027 


16, 298, 480 


7. Other military personnel expense: 

(a) Noneffective personnel 

(b) MOP, terminal leave, sever- 
6, 461, 312 


3, 374, 265 
(d) Recreation 355, 207 


8, 521, 345 |. 


7, 352, 700 
4, 043, 344 


3, 920, 312 


5, 261, 746 
5, 904, 899 


4, 458, 026 
352, 546 


Subtotal 18, 712, 129 


15, 977, 217 


6) Ordnance 


Printing 
Vehicle replacement... 
‘¢) Boat rep ent 

Electronic equipment pro- 


8. Su ting programs: 
5 Transportation of things 


603, 148 

1, 744, 141 

5, 420, 091 


9, 573, 136 


9. -up program 
10, O financial changes - - 


193, 340, 150 | - 


Total appropriation 197, 167, 584 


1 Cost of this item will be budgeted and recorded in 1955. 
2 This expense was partially distributed to units in 1953. 
3 This expense was distributed to units in 1953. 

4 This expense will be distributed to units in 1955. 


Captain Arrrnaton. I might add it is a fairly well-established 
principle of budgeting that your budget should represent a dollar 


appraisal of the plans and objectives of the 


eney. In our plans we 

describe them in terms of the vessels and the feboat stations and the 
aids to navigation, and so forth, that we plan to operate. 

This budget presentation will show the committee how much we 

plan to spend on those activities in comparison with what we have 

actually spent as developed by the accounts. We also show the 


| 
ber of | Amount 
units | 
102 102 | $10, 004, 339 
1 1 1 407, 038 
1| 3,044, 261 1 | 2,467, 680 2,120, 134 
7 | 4,680, 118 12 | 1,955; 611 12 | 1, 841, 990 
28 | 3,929,774 28 | 1,467,039 28 | 1,332) 854 
154,183 || | 5, 204, 978 
1| 6,178, 656 1| 6,281,614 1 | 6,064, 415 
14 | 11,283, 121 14 | 8,968, 132 14] 8,041,018 
22 750, 962 29 619, 059 29 729, 185 
4 228, 639 4 4 193, 272 
3 87, 010 3 3 130, 161 
134, 630 }........ 99, 393 
(c) Travel and transportation of | 
household effects (perma- 
907 "480; 919 440, 000 
1,384) 978 1,384) 978 
........| 11,008,077 |........] 8,000, 018 
Total cost of |188, 250, 000 |........| 154, 400, 000 
188, 250,000 }........| 155, 900, 000 
| 


485 


committee the expenditures for the supporting programs and the 
supporting units such as the Academy in comparison to the actual 
costs of those items as developed from the accounts. 

The proposed revision will not require any statistical application of 
costs to functions which cannot be planned in advance. As an 
example, I mean that for search and rescue, we cannot plan to save 
so many lives in the budget year. If we try to apply a price tag on 
search and rescue, it means we have to use statistical methods which 
are not developed from accounting principles. 

Mr. CanrreLp. The Treasury has approved this new approach and 
the matter is now before the Bureau of the Budget? 

Captain ArrineTon. That is right. 


OPERATING EXPENSES 


Mr. Gary. We will insert pages 253 through 261 of the justifications 
in the record at this point. 
(The pages referred to follow:) 


Amounts available for obligation 


1955 estimate 


| 1953 actual | 1954 estimate 


Appropriation or estimate 


$199, 200, 000 
Reimbursements from non-Federal sources_......._____ 3: 


$188, 250,000 | $155, 900, 000 
132, 877 130, 000 130, 000 


Reimbursements from other 


Total available for obligation 
Unobligated balance, estimated savings 


Obligations incurred 


1, 370, 000 


201, 232, 191 
— 2, 032, 416 


189, 750, 000 . 


199, 199, 775 


189, 750, 000 


Note.—Reimbursements from non-Federal sources include $22,781 from the proceeds of sale of personal 
property (40 U. 8. C. 481 (c) in 1953 and $20,000 in 1954 and 1955. $110,096 represents reimbursements for 
damage to aids to navigation or other property belonging to the Coast Guard (14 U.S. C. 642) in 1953 and 


$110,000 in 1954 and 1955, 


Obligations by activities 


Description 


1953 actual 


1954 estimate 


1955 estimate 


Direct Obligations 
1, Search, rescue, and law enforcement 
2. Operation of aids to navigation 
3. Port security 
4 
5, 
Obligations Payable Out of Reimbursements 
Reimbursements from non-Federal sources: 
6. Replacement of personal property sold_....._..._...- : 
7. Other reimbursements from non-Federal sources 
Total obligations payable out of reimbursements from 


non-Federal sources_. 
Reimbursements from other accounts 


8. Operation of ocean 


9. Other 
Total obligations payable out of reimbursements 


$94, 601, 421 
57, 594, 056 
15, 915, 366 


29, 056, 741 


-| 197, 167, 584 


$90, 346, 210 
50, 865, 049 
15, 064, 322 


31, 974, 419 


$91, 198, 520 
55, 018, 713 
8, 182, 767 


22, 781 
110, 096 


132, 877 


1, 899, 314 


15, 675, 000 
1, 370, 000 


2, 032, 191 


1, 500, 000 | 


17, 175, 000 


199, 775 | 189,750,000 | 173, 075, 000 


| 
| 


9 
7 
3 
) 
ee 1, 899, 314 TJ 17, 045, 000 
| 
188, 250, 000 155, 900, 000 
4 P| 20, 000 20, 000 
110, 000 110, 000 
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Obligations by objects 


Object classification 


1953 actual 


COAST GUARD 
Summary of Personal Services 
Number of permanent positions: 
Military 


Total number of t positions 
Full-time equivalent of all or sang positions: Civilian 


Average number of all employees: 
ilitary 


Total average number of all employees 


Average salaries and grades: 
General schedule grades: 
Average salary 
Average grade 
Crafts, pessealnee, and custodial grades: 
Grades established by head of agency: 


Average sala 


ry . 
Average range (ighthouse Keepers) 
ied positions: Average salary 


Other positions 
Regular pay in excess of 52-week base_- 
Payment above basic rates 


| 38| 83 


| 


223 


=e 


3 


3 


a 


333 


232% 


= 


Transportation of things 
Communication services 


Printing and reproduction 
Other contractual services 

Services performed by other agencies 
and materials. 


RSS 


Refunds, awards, an: 
Taxes and assessments 


33 
2 


2532853 


Communication services 


Rents and utility services. 


Printing and reproduction. 


Other contractual services... 


Supplies and materials__-. 


Equipment 


Total obligations payable out of reimbursements. 
Obligations incurred 


17, 175, 000 


ALLOCATION TO DEPARTMENT OF THE NAVY 


Total number of permanent positions: Military..... 


Average number of all employees... . 


171, 075, 000 


1954 estimate | 1955 estimate 
oy 
& 08 
12 
3, 321 13,277 
I 38, 083 31, 428 
$4, 243 
$2, 937 8.016 
£ A 
$3, 220 4 
$2, $2, 798-$3, 250 
Direct Obligations 
Personal service obligations: 
positions: : 
419, 925 419, 925 
31, 826 31, 551 
203, 964 204, 401 
Total personal service obligations.................------ 116, 130,098 | 102, 568, 421 id 
Riotitiiicndndiatintapaiaetaniemivntsabiacalaieaied 1, 080, 200 1, 064, 000 
Rents and utility services...............--..-...-.--..-..- 1, 1, 382, 103 1, 376, 000 . 
485, 849 466, 000 
11, 11, 421, 704 12, 274, 171 
6, 6, 421, 704 5, 274, 180 
27,010,008 | 19,053,980 
14, 12, 732, 349 10, 274, 292 
i. 250, 000 250, 000 
Pensions, annuities, and insurance claims___._........._.. 4, 2, 691, 924 3, 235, 808 is 
| 
105,176,737 | 186,292,978 | 153, 942, 978 
Deduct charges for quarters and subsistence... .........._...- 45, 469 42, 978 42, 978 t 
Total direct obligations.....................-..---------] 195, 131,268 | 186, 250, 000 153, 900, 000 £ 
= 
Obligations Payable Out of Reimbursements % 
58, 753 50, 000 8, 951, 996 
10, 637 5, 000 286, 323 
122,976 | 125,000 | "767, 274 
701, 363 750, 000 5, 288, 682 
1, 109, 726 555, 000 1, 505, 000 
= 
} 
197,163,459 | 187,750,000 
27 237 27 
237 237 237 
01 Personal services: Military. ...................-........-- $851, 199 $854, 750 $867.910 
146, 148 145, 000 145, 000 
07 Other contractual services... 
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Obligations by objects—Continued 


Object classification 1953 actual 1954 estimate | 1955 estimate 


ALLOCATION TO THE DEPARTMENT OF THE NAVY—continued 


08 Supplies and materials 935, 669 
12 Pensions, annuities, and insurance claims 3, 300 | 


Obligations incurred 2, 036, 316 | 
SUMMARY 
Summary of Personal Services 
Number of permanent positions: 


Military 
Civilian 


ae 


WOR 


w 


Total number of permanent positions 
Full-time equivalent of all other positions: Civilian. 


Average number of all employees: 
Military 
Civilian 


Tota! average number of all employees 


= 


Average salaries and grades: 

General schedule grades: 
Average salary 
Average grade. 

Crafts, protective, and custodial — 
Average salary L 
Average grade 

Grades established by head of agency: 
Average salary 
Average range (lighthouse keepers) ._............-..-- 

Ungraded positions: Average salary 


& 


222 of 
Qn 


Personal service obligations: 
Permanent positions: 
Military $103, 222, 126 
Civilian Z 12, 569, 182 
Regular pay in excess of 52-week base x 33, 474 
Payment above basic rates 248, 539 


Total personal service obligations 116, 488, 987 
Direct Obligations 


Personal services 

Travel. 

Transportation of things 

Communication services 

Rents and utility services 

Printing and reproduction 

Other contractual services - 
Services performed by other agencies__- 

Supplies and materials 

Equipment 

Land 


Pensions, annuities, and insurance claims--.- 
Refunds, awards, and indemnities 
Taxes and assessments 


SERESES 


197, 213, 053 
45, 469 


197, 167, 584 


Printing and reproduction 
Other contractual services 
Supplies and materials 
Equipment 


Total obligations payable out of 3 17, 175, 000 
199, 199, 775 173, 075, 000 


| | 
| | 
| 3, 300 | 
| 2, 000, 000 
: 90 90 
3, 321 3, 336 
38, 320 36, 845 
; $4, 094 $4, 145 
GS-5.5 GS-5.4 
& $2, 937 $2,975 
CPC-3.3 CPC-3.3 
q $3, 199 $3, 216 
oe $2, 798-$3, 250 |$2, 798-$3, 250 | $2, 798 
2 $3, 754 $3, 961 
$103, 324,126 | $89, 980, 329 
e | 13,005, 007 12, 800, 125 
3 419, 925 419, 925 
a 31, 826 31, 551 
203, 964 204, 401 
116,984,848 | 103, 436, 331 
116,430,234 | 116, 934, 848 94, 484, 335 
176,680} 176, 506 705 
2, 606, 164 048 
703, 955 1, 080, 200 1 000 
1, 382, 103 1 000 
467, 306 485, 849 466, 000 
11,906,074) 11,481,706 12, 274, 171 
6, 421, 704 5, 274, 180 
32,600,432 | 28, 006, 958 20, 037, 770 
14,092,544 | 12, 732,349 10, 274, 292 
£ 2, 695, 224 3, 239, 108 
86, 965 62. 360 62, 360 
36, 095 37, 009 37,009 
Deduct charges for quarters and subsistence. 42, 978 42, 978 
Total direct | 188,250,000 | 155, 900, 000 
iP Obligations Payable Out of Reimbursements 
EE eee! 58, 753 50, 000 8, 951, 996 
i 4,971 5, 000 165, 725 
10, 637 5,000 286, 323 
| 122, 976 125, 000 767, 274 
701, 363 750, 000 5, 288, 682 
PEE 555, 000 1, 505, 000 
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Analysis of expenditures 


1953 actual 


1954 estimate 


1955 estimate 


Unliquidated obligations, start of year 
Obligations incurred during year 


Deduct: 


ieieemeet in obligations of prior years 


eimbursements 


Expenditures are distributed as follows: 
Out of current authorizations 
Out of prior authorizations 


$36, 537, 504 
199, 199, 775 


$37, 105, 193 
189, 750, 000 


$33, 355, 193 
173, 075, 000 


235, 737, 279 
3, 376, 552 
37, 105, 193 


, 500, 
33, 355, 193 


206, 430, 193 
"17, 175, 000 
28, 255, 193 


193, 223, 343 


192, 000, 000 


161, 000, 000 


} 193, 223, 343 


{ 154, 894, 807 
37, 105, 193 


127, 644, 807 
33, 355, 193 


OPERATING EXPENSES, COAST GUARD 
Analysis of appropriation base for fiscal year 1955 


Regular appropriation, 1954 act 
Supplemental appropriation for 1954 


Total appropriation, 1954 
Reductions: 
Activity No. 1. Search, rescue and law enforce- 
Activity No. 3. Port security 
Activity No. 4. Operation of ocean stations__-- 


31, 974, 419 
58, 915, 433 


Additions: 
Activity No. 1. Search, rescue, and law enforce- 
19, 266, 827 


3, 069, 462 
532, 202 


Total 
Adjustment in base (net) 
Appropriation base for 1955 
Increase over appropriation base for 1955 


— 36, 046, 942 

152, 203, 058 

3, 696, 942 

155, 900, 000 

—32, 350, 000 
Comparison of appropriation base with appropriation estimate for 1955 


Appropriation estimate for 1955 


Increase or decrease from total appropriation, 1954 


Appropriation base | Appropriation estimate |} Increase or decrease 
for 1955 for 1955 


Activity 


Average 


Average 
positions 


Amount | positions 


1. and law en- 
$91, 198, 520 


ga’ 55, 018, 713 
3. Port tir 8, 182, 767 
4. Operation of ocean stations r 

lor meteorological and 
other services 


152, 203, 058 
+36, 046, 942 


Total ap 
tion estimate for 1955... 


188, 250, 000 


226, 855108 | 
obligations, end of year... 
Total | | 
i 
$19, 481, 000 
Activity No. 2. Operation of aids to naviga- 
Activity No. 3. Port security. .............-- 
401 
2. Operation of aids to na\ . 
5. Lay-up program. ---------]--------- 1, 500,000 500, 000 
28, 446.2 28, 563.2 | 155,900,000 | +107 | _3, 696, 42 
Adjustment in base (net) 8, 386 —8,386 | —36, 046, 942 
36,832. 2 | | 28,553.2| 155,900,000 | —8,279 | —32, 350, 000 
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GENERAL STATEMENT 


The functions of the Coast Guard embrace, in general terms, maritime law 
enforcement; providing limited security of certain important ports and waterfront 
facilities; saving life and property; providing navigational aids to maritime com- 
merce; promoting the efficiency and safety of the American merchant marine; 
and military readiness to serve as a part of the Navy in time of war or national 
emergency. For the purposes of these estimates in presenting the budget pro- 
gram, these various functions have been grouped into three main activities, 
namely; (1) search, rescue, and law enforcement; (2) operation of aids to naviga- 
tion; (3) port security. The ocean weather station program involving 1024 
stations will have been discontinued as a Coast Guard activity by July 1, 1954. 

The budget o_o for 1955 reflects substantial reductions for two of the three 
remaining Coast Guard activities, as follows: 

(1) Search, rescue, and law enforcement.—The cost of 15 major cutters is not 
included in the total for this activity, although the vessels involved are a part 
of Coast Guard’s search and rescue program. These ships will be treated as 
part of the 17 vessels required for the operation of 5%4 ocean stations for which a 
military requirement has been established, and for which the Department of 
Defense will provide reimbursement. The ocean station vessels will continue 
under the operational control and direction of the Coast Guard and thus serve a 
dual purpose in being available to assist the Coast Guard in the discharge of its 
basic search and rescue functions. 

Expanded search and rescue coverage in the Pacific at Wake Island, Guam, 
Midway, Sangley Point, P. I., and Adak was discontinued by the Coast Guard in 
December 1953. As a result, Coast Guard requirements have been reduced by 
11 aircraft (2 PBM, 4 P4Y, 2 PBY, and 3 JRF) and 5 vessels (4 DE and 1 WPB). 

(2) Port security —Under the port security activity the shoreside of the critical 
waterfront area patrol will have been discontinued by July 1, 1954, and only spot 
inspection of waterfront facilities and checking personnel entrance to restricted 
areas will be carried out. Also during 1955, supervision of loading and unloading 
of cargoes within port areas will be limited to explosive cargoes only. The re- 
maining tasks of patroling harbor entrance and controling anchorage at certain 
ports, boarding and searching suspect vessels and screening merchant seamen 
and longshoremen will be carried on at the same level as in 1954. 

(3) Operation of aids to navigation.—No change in the level of these operations 
is contemplated in 1955. 

(4) Operation of ocean stations for meteorolgical and other services.—Ocean station 
vessels have been maintained and operated to obtain weather observations; to 
provide communication facilities for transmitting weather reports; and to serve 
as check points for aircraft flying transocean routes, as aids to navigation, and 
as rescue facilities. This program is being discontinued as a Coast Guard activity 
effective July 1, 1954. As a result, 7 DE class vessels are being laid up during 
fiscal year 1954 and 4 additional vessels (1 DE and 3 WPG) will be laid up begin- 
ning July 1, 1954. During fiscal year 1955, the Coast Guard will operate on a 
reimbursable basis 3% ocean stations in the Atlantic and 2 in the Pacific as a 
military requirement of the Department of Defense. Expense for vessels to be 
laid up in 1955 is shown as a separate activity. 

(5) Layup program.—As a result of discontinuance of 3 ocean stations in the 
Pacific and the expanded search and rescue program in the western Pacific, 11 
DE type vessels and 1 83-foot patrol boat are being laid up during 1954. Also 
in connection with the latter program, Coast Guard requirements have been 
reduced by 11 aircraft. In addition, 1 DE and 3 WPG type vessels will be laid 
up in 1955 in connection with ocean-station program reductions in the Atlantic. 

All activities.—In respect to all activities, military personnel discharge and re- 
cruiting costs in 1955 increase as a result of 11,316 separations as compared with 
8,570 in 1954. The 1955 estimates also provide for a more nearly adequate level 
of maintenance for vessels, aircraft, and shore units which was below normal in 
1954. Expense for vessels to be laid up in 1955 is shown as a separate activity 
These inereases are offset by the reductions in the basic programs as stated. 

_It should be noted that, in the detailed justifications, the cost of each vessel, 
aircraft, station, and other operating units is charged to the direct cost. of the 
activity primarily served by each unit. For example, certain cutters, aviation 
facilities, and all lifeboat stations are charged direct to ‘‘Search, rescue, and law 
enforcement,” while tenders and light stations are charged to ‘‘Operation of aids 
to navigation.’”’ The Academy, training stations, repair depots, testing and 
development program, and other such logistic units and programs which serve all 
three activities are charged t> indirect cost. 
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The overall total cost of each activity is then computed by prorating the total 
indirect cost and adding the proportionate share to the total direct cost of each 
primary activity. 

LANGUAGE CHANGES 


The changes in language are proposed to— 

(1) Reduce the limitation on the total number of aircraft from 137 to 126. 
This reflects the decrease in aircraft requirements as a result of discontinu- 
ance of the expanded search and rescue program in the western Pacific; and 

(2) Bring up to date the language included in the second proviso so as to 
make it applicable to the appropriation for fiscal year 1955, and to simplify 
accounting and disbursing procedures in keeping with the program for im- 
proved accounting. Further, it permits the immediate transfer of unobli- 
gated balances to surplus at the end of the fiscal vear; 

(3) To delete the wording authorizing examination of estimates of ap- 
forage in the field inasmuch as this item is now provided for under 

blic Law 207, 83d Congress. 


Analysis of appropriation base for fiscal 1955 


Search, 
rescue peration Operation 
and law of aids to Port of ocean Total 


security appropri- 
navigation Stations ation or 


estimate 
(2) (3) (4) 


Appropriation or estimate, 1954 $90, 346, 210 |$50, 865, 049 |$15, 064, 322 |$31, 974, 419 |$188, 250, 000 


18: 
(a) Comparative transfer to search 
and rescue as the result of reap- 
praisal of primary functions of 
20, 726, 220 


requirement. ..............-..... ¥ 11, 248, 199 
Discontinuance of expanded 
search and rescue in western 
Pacifie . 5, 681, 000 


gra: 7, 460, 014 
(ec) Reimbursement from Department 
of Defense for ocean weather 
Stations services to be per- 
— by search and rescue 


Additions: 

(a) Comparative transfer from opera- 
tion of ocean stations as the 
result of reappraisal of primary 
functions of vessels 

(5) Reallocation of indirect as a result 
of reduction in activities and 
transfers 

(c) Military personnel costs: Dis- 
charge and recruit programs._.. 4 123, 697 


069, 462 532, 202 
Appropriation base, 1955 8, 136, 510 


REDUCTIONS 


(a) Comparative transfer to and law-enforcement activity.—This is 


a comparative transfer of $20,726,220 from the operation of ocean stations for 
meteorological and other services activity to search, rescue, and law enforce- 
ment resulting from a reappraisal of primary functions performed by major 
vessels. Heretofore, 29 vessels, or an average of 2.7 vessels per station, have 
been charged to that activity, notwithstanding the search, rescue, and law- 
enforcement functions performed while en route to or on station, and the standby 
functions formed while in port. This comparative transfer reflects a more 
accurate cation of multifunction vessels between the two activities. Spe- 


ci 
a 
h 
a 
fi 
iF 
I 
1 
2 
) Discontinuance of operation of | | } x 
ocean station activity as a civil | ; 
| 
(d) Reduction in port security pro , | 
Total reductions..._..........| 19, 481, 000 itieaatk bil 7, 460, 014 | 31,974,419 | 58, 915, 433 
0 
22, 868, 401 
0 | 152, 203, 058 
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cifically, 16 vessels previously charged to the operation of ocean-station activity 
are now charged to the search, rescue, and law-enforcement activity. 

(b) Discontinuance of operation of ocean stations for meteorological and other 
services activity as a civil requirement.—The ocean-station program is being dis- 
continued as a Coast Guard financial activity as of June 30,1954. Seven vessels 
heretofore fully allocated to the program are being laid up during 1954. Four 
additional vessels will be laid up during 1955 and the remaining two will be 
financed by reimbursement from the Department of Defense. The cost for 
laying up the four vessels in 1955 is shown in a separate activity ‘‘Lay-up 

rogram. 
r Savings resulting from this reduction is as follows: 


Direet expense: Cost 
Military personnel costs 
Maintenance 


9, 134, 111 
2; 114, 088 


11, 248, 199 


(c) Discontinuance of expanded SAR program in Western Pacific.—The ex- 
anded search and rescue program supporting advance naval bases in the 
festern Pacific is being discontinued as of June 30, 1954. In connection with 
this reduction 4 WDE (306-foot) vessels are being laid up, and requirements for 
aircraft reduced by 11, with the following savings: 


Direct expenses: Cost 
Military personnel costs $3, 187, 791 
Maintenance 1, 080, 187 
Fuel and power 345, 284 

Indirect expenses 1, 067, 738 


(d) Reduction in port-security program.—The shoreside of the critical waterfront 
area patrol is being discontinued during 1954. Therefore, only spot inspection 
of waterfront facilities will be carried out. Also during 1955, supervision of load- 
ing and unloading of cargoes within port areas will be limited to explosive cargoes 
only. These program reductions decrease military personnel requirements by 
2,053 men and results in the following savings: 

Direct expense: Cost 


Military personnel cost $4, 633, 701 
Maintenance 133, 248 
Fuel and power 113, 492 
Indirect expenses 2, 579, 573 


7, 460, 014 
(e) Reimbursement from the Department of Defense for ocean weather station 
services to be performed by search and rescue vessels —The Department of Defense 
is to reimburse the Coast Guard in the amount of $15,675,000 for the equivalent 
of 17 cutters required to meet a military requirement for ocean weather station 
services. Using vessels dually to perform statutory search and rescue functions, 
and to provide ocean weather services, the Coast Guard has reduced the number 
of cutters allocated to its basic search and rescue program by $13,800,000, or the 
equivalent of 15 of the 17 cutters. Thus, the Department of Defense is financing 
the operation of 15 search and rescue vessels, hence the Coast Guard’s budget 
request for 1955 has been reduced accordingly. 


ADDITIONS 


(a) Comparative transfer from operation of ocean stations for meteorological and 
other services—This a comparative transfer of $20,726,220 from operation of 
ocean station activity to search, rescue, and law enforcement resulting froma 
reappraisal of primary functions performed by major vessels. This comparative 
transfer reflects a more accurate allocation of multifunction vessels between the’ 
two activities. Specifically 16 vessels previously charged to ocean stations are 
now charged to Search, Rescue and Law Enforcement. 


|| 
i 
, 
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(b) Change in distribution of indirect expense as a result of changes in programs.— 
These adjustments are the result of program changes under ‘‘Search, rescue, and 
jaw enforcement” and “ Port security.’’ Thus, the base on which indirect expense 
is spread has been changed, because the amount for each of the three primary 
— does not bear the same relationship to the total direct expense as it did 
in 1954. 

(ec) Military personnel cost-discharge and recruit program.—lIn order to provide 
for an increase of 2,068 in the number of discharges in 1955 over 1954, and the 
resulting increase in the number of recruits, the following additions are necessary: 


(1) Military personnel costs: 
Terminal leave $475, 640 
Tnitial clothing allowance 
Mileage on discharge 
Bedding (issue) 29, 312 
Mustering-out-payments 543, 884 


Total mittary. perennial. coat... 1, 509, 639 


2, 293, 055 
150, 784 


2, 142, 271 


Mr. Gary. Admiral, the appropriation for operating expenses for 
the fiscal year 1954 for the Coast Guard was $188,250,000. 

Through reductions and additions, the appropriation base for 1955 
is stated at $152,203,058, and a request is made for $155,900,000. 


Searcu, Rescur, Law ENrorceMENT 


I note on page 253, in reductions, activity No. 1, search, rescue, and 
law enforcement, there is a reduction of $19,481,000. Then in addi- 
tion, under the same activity, there is an addition of $19,266,826. 

What is the reason for showing a reduction of $19 million-plus in 
one place and in the next paragraph showing an addition for the same 
activity of $19 million-plus? 

Admiral Ricumonp. It goes back, Mr. Chairman—and I will have 
Captain Arrington expand on this—to this very thing that we have 
been discussing, the activity breakdown and the difficulty in comply- 
ing with the budget requirements. 

Captain Arrineron. Previously, we have been charging the entire 
cost of all vessels allocated to ocean stations to that activity. How- 
ever, this allocation did not take into account the fact that these 
vessels also performed search and rescue duties. 

As I indicated earlier, the accounting system will not permit a basis 
for dividing the costs of a single vessel between these various functions. 
To attempt to make such a division, would require the setting up of 
elaborate records on a time basis, or some other basis. The cost of 
that would be far beyond any gains to be received from such a proposal. 

We realized that in connection with the reduction of the ocean- 
station program it was not fair to charge all of the costs of each of 
these vessels to the ocean-station program and we have, in effect, 
made a comparative transfer in the estimates to more clearly indicate 
the fact these vessels were also in search and rescue duties, 


(3) Transportation of househcld effects__..............-..----..-.- 664,553 | 
: | 

Less: Reimbursement from Department of Defense 


493 


Mr. Gary. Does the change in the budget that you contemplate 
correct this situation? 

Captain ArrincTon. Yes. It will eliminate the necessity for this 
arbitrary allocation of units to these present activities. 

Mr. Gary. In activity No. 1, search, rescue, and law enforcement, 
the request is for $19,198,520, which is a slight decrease from the 
amount of the request for this activity for the current fiscal year, but 
a slight increase above the amount represented as the appropriation 
base for 1955. 

What can you do with the funds herein requested that you were 
unable to do during the current fiscal year toward the objectives of 
this program? 

Captain Arrineton. Mr. Gary, the increase is largely a result of 
the necessity for arbitrary proration of costs of particular vessels to 
the search and rescue activities as opposed to other activities, and 
from the arbitrary allocation of indirect costs over all the present 
primary activities. 

Mr. Gary. I believe you stated earlier, Admiral, that there will be 
certain reductions in certain rescue work next year under this program; 
is that correct? 

Admiral Ricumonp. No. There will be no reductions in search 
and rescue work on the assumption that the ocean station program 

oes forward as planned. Now, if that does not go forward as planned, 
would hate to tell you just what would be the final result, because 
there are so many factors involved in that part of the situation. 

I would like to modify my statement. I made no statement 
about expanded search and rescue. That will be discontinued in 
the western Pacific as of now. What I stated was, this appropriation 
carries With it only 16 major vessels for search and rescue, which would 
be inadequate in themselves to discharge the search and rescue duties 
of the Coast Guard. 

Mr. Gary. There would be some reduction because of the fewer 
military personnel? 

Admiral Ricumonp. No, I do not believe that I made that state- 
ment. I did not mean to, only the expanded search and _ rescue. 
There is no plan here to cut the units in search and rescue except 
insofar as they have been cut by virtue of the fact some of the vessels 
are being provided from another source. 

Captain Arrincton. May I correct my answer to that last ques- 
tion? I misunderstood the question. Going back, as I understand 
it now, you asked concerning the difference of approximately $1 
million in the funds allocated to search and rescue in the appropriation 
estimates as compared to the base. That largely represents an in- 
crease of the maintenance for those vessels in 1955 as compared to 
the reduced maintenance which we are budgeting for the current year 
under the current appropriation. 


NEED FOR COORDINATION OF SEARCH AND RESCUE WORKS BETWEEN 
COAST GUARD AND MILITARY 


Admiral Ricumonp. Mr. Gary, you will recall in the Comman- 
dant’s statement he said that the Department of Defense had deter- 
mined that the expanded search and rescue in the Pacific could not 
be justified as a strictly military requirement and accordingly we were 
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discontinuing that. That is being discontinued in this current year 
and will be out next year. 

Mr. Gary. That is exactly what I was inquiring about. 

Let me ask you this: To what extent is the Department of Defense 
increasing its activities in search and rescue? 

dmiral Ricumonp. I could not answer that, sir. We discon- 
tinued the expanded search and rescue in the western Pacific as of 
December 5 last. That means the closing out the rescue contro! 
center, withdrawing of the vessel, and the withdrawing of the planes 
from Guam, Adak, Sangley, Midway, and the patrol boat from Wake. 

The Navy, as I understand it, took over the coordination centers. 
As a matter of fact, it was a — operation. Whether they sent in 
additional personnel, or simply absorbed the job, I cannot answer 
I do not know. I have never heard. Presumably they are carrying 
on in a modified sense. I doubt if they sent any additional personnel 
in. They are carrying on for their own use, not civil use. 

Mr. Gary. I understand. I remember quite well just a year or so 
ago the Air Force peyennied a large number of vessels for its own 
search and rescue work. I thought then and I feel now, that all of 
this search and rescue work should be combined under the Coast 
Guard. This idea of transferring the cost of operating the ocean 
stations from the Coast Guard to the Navy seems to me to be a 
mistake. In addition, the idea of permitting the Air Force and other 
branches of the service to maintain search and rescue for their own 
forces when their forces could be taken care of by the Coast Guard 
and those same vessels used to take care of civilian cases, is definitely 
a duplication of effort. If we want to simplify matters it seems to 
me that the simplification should be accomplished by transferring 
those activities to the Coast Guard rather than transferring Coast 
Guard expenditures to the armed services. 

Of course, Admiral, I can see that the Air Force can supplement the 
search and rescue activities of the Coast Guard very effectively when 
it has planes available near the scene of an accident, but I see no 
reason why the Air Force should operate boats for search and rescue 
work. I think that the surface search and rescue work should be 
centered in the Coast Guaid, and if additional protection is needed at 
some coastal Air Force station, it should be a Coast Guard installation 
rather than an Air Force installation, and that installation could be 
used not only for the Air Force but also for any other search and 
rescue work in that general area. 

As it is now, the Coast Guard is charged with the search and rescue 
work along the entire coast and the Air Force duplicates their efforts 
in a field in which the Air Force is not peculiarly trained. 

Admiral Ricumonp. First, I will say that we appreciate Mr. Gary’s 
confidence in the Coast Guard, but I think there is one difficulty in this 
whole search and rescue problem that is sometimes overlooked and 
causes a certain amount of confusion. 

In the first place, as so often happens, there is a tendency to general- 
ize under one term. The search and rescue actually takes, in my opin- 
ion, two basic forms. The first is that of immediate crash rescue at 
takeoffs, and so forth. I think in fairness to the Air Force—and I 
have never discussed this with them—the concept of what they are 
doing with their boats in general is a command prerogative (and I 
mess not disagree) of the officer in charge of an airbase situated close 
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to the water to provide protection for his people. I think funda- 
mentally he is right. Furthermore, I can see, if I were in the Air 
Force, there would be an objection to turning that over to the Coast 
Guard, even though we are in the particular vicinity, because of the 
fact that they, by virtue of some of these large bases, put a peak load 
on at times which is far outside—and I say this freely—the capabilities 
of the Coast Guard at that particular point. 

As a matter of fact, we have cooperated with the Air Force where 
those conditions have arisen by authorizing, or even welcoming, their 
stationing of crash boats at our bases, cooperating in every way we can, 
believeing in the overall interests of the Government it would be to 
the best mterests of the Government if they could use our facilities 
rather than having to build their own. 

The other point is there is a tendency to confuse that type of 
search and rescue, where you have a takeoff failure, or a landing 
failure, and a man goes into the water, with general search and rescue 
where you have search involved, and that sort of thing. 

Mr. Gary. Would there be any reason why you could not keep 

crash boats there for them? 
j Admiral Ricumonp. There would be no reason at all. Again, 
getting back to the administrative difficulties, I can see where the 
Air Force might suddenly decide they want to have deployed at a 
particular base next month 1,000 planes, and it would take the Coast 
Guard too long to get the personnel and the boats there. I can see 
from the standpoint of the Air Force commander his argument. In 
those particular cases I do not think it is truly duplication. I think 
actually what they are doing is taking care of their own peak load. 
Where the real confusion comes is in what I call the offshore type of 
rescue. That breaks down into a question of protection to our military 
and a protection to our civil. 

Now, the general concept of that offshore rescue has been from the 
military standpoint a theater command prerogative. As you know, 
the theater commands pass from one service to another. In Alaska 
it is the Air Force and in the Pacific it is CINCAP. There has been 
some confusion, and generally speaking, the Navy and the Coast 
Guard have cooperated very closely. In fact, the Navy is willing 
to say to the Coast Guard, “We have a search and rescue problem 
here; you come in and run it for us. It is more your job than ours.”’ 

I quite agree with everything you say, if the Air Force goes to the 
point where they want to keep large vessels, offshore vessels, and go 
out to rescue their own people, I think they are outside the preroga- 
tives of their authority. 

We were in the western Pacific because the Department of Defense 
said that there was a need for coverage for military piers out there. 
Now, actually, since we have the dual responsibility, we of course 
accomplished both purposes by being there. 

If the Air Force, the Army, or the Navy establishes search and 
rescue, obviously they are going to answer any call they get, but 
their primary responsibility is to their own personne! and equipment 
first and civilian requirements come second. They have no responsi- 
bility as such, statutory, to a civilian. 

Mr. Gary. I still feel, Admiral Richmond, the Coast Guard could 
do the whole job with greater efficiency and at much less cost. 
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SUMMARY JUSTIFICATION DATA ON OPERATING EXPENSES 


We will insert at this point in the record pages 262 through 267 of 
the justifications. 
(The pages referred to are as follows:) 


DETAILED EXPLANATION OF ESTIMATES 


1. Search, rescue, and law enforcement 


This activity includes those functions imposed by law on the Coast Guard 
having to do with search, rescue, and law enforcement. In the performance of 
this function, the Coast Guard maintains vessels on patrol and also has rescue 
vessels, life-saving stations, and aircraft at strategic points aiong the coasts and 
inland waterways and at selected overseas bases. During floods and hurricanes, 
boats and personnel are sent to inland areas to assist in rescue and relief opera- 
tions. An international ice patrol and ice observation service is maintained in 
the North Atlantic Ocean, and ice breaking is performed to keep navigation 
open on inland lakes, rivers, and canals, and in harbors on the Atlantic coast. 
Emergency medica! aid is furnished to persons in distress at sea. 

The Coast Guard enforces laws relating to navigation and merchant shipping 
and acts as an auxiliary enforcement agency in respect to laws relating to customs 
and revenue, immigration quarantine, the protection of fish and game, and for 
other matters which are normally within the jurisdiction of other Federal agencies 
but which require marine personnel and facilities for effective enforcement. 
With respect to merchant vessels, the Coast Guard administers laws and issues 
regulations relating to inspection, safety equipment, licensing and certification 
of officers and crews, and reviews plans for construction or alteration of merchant 
vessels. It investigates marine casualties and accidents and holds hearings on 
disciplinary cases. The Coast Guard sponsors and promotes the Coast Guard 
Auxiliary which is a voluntary organization of yacht and motorboat owners 
capable of assisting in time of distress. The Coast Guard also provides leadership 
by supplying instructions in the principles and practices of safe navigation. 

A reduction equal to the cost of 15 major cutters has been applied against 
the total for this activity, although the vessels involved are considered an in- 
tegral part of Coast Guard’s search and rescue program. Accordingly, these 
ships will be treated as part of the 17 vessels required for the operation of 535 
ocean stations for which a military requirement has been established, and for 
which the Department of Defense will provide reimbursement. The ocean- 
station vessels will continue under the operational control and direction of the 
Coast Guard and thus serve a dual purpose in being available to assist the Coast 
Guard in the discharge of its basic search and rescue functions. 

Expanded search and rescue coverage in the Pacific at Wake Island, Guam, 
Midway, Sangley Point, Philippine Islands, and Adak was discontinued by the 
Coast Guard in December 1953. As a result, Coast Guard requirements have 
been reduced by 11 aircraft (2 PBM, 4 P4Y, 2 PBY, and 3 JRF) and 5 vessels 
(4 DE and 1 WPB). 

An increase over the 1955 base of $936,189 is required to provide a more ade- 
quate level of maintenance of vessels, aircraft and shore units, normal mainten- 
ance of which was reduced in 1954. The remaining $130,294 increase over the 
base represents an increase in the indirect expense prorated to this activity. 

There follows a table of selected work units for the purpose of measuring the 
predominant types of work volume included under this activity: 
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Number Number Number 
actual estimate estimate 
1953 1954 1955 
Assistance CaS@S..-..---------.------------------------------- | 18, 443 | 17, 982 17, 521 
Lives saved or persons rescued... 5,213 5, 083 4, 953 
1, 247 1, 300 1, 300 
Vessels towed to port. 7,528 7, 337 7.149 
Miles patrolled by floating units 83 feet and over_____- | 1, 157, 500 1, 200, 000 1, 200, 000 
Vessels boarded and papers examined _______._____. os } 79, 963 80, 000 80, 000 
Vessels reported for violations ........-....-..-.--.....- 5, 452 5, 500 5, 500 
Vessels signed on and off (crews) ‘ : : 14, 214 14, 000 14, 000 
Marine officers licenses issued, new and renewals. _ ____- | 20, 348 29, 000 29, 000 
Seamen documents and certific: ates issued __ its | 63, 937 60, 000 69, 000 
Marine casualty investigations..._......_.._-._- 2, 571 2, 00 2, 500 
Vessels inspected, annual 6, 275 6, 300 6, 300 
Vessels reinspected _ - - 2, 497 2, 500 2, 50 
Drydock inspections- | 5, 293 5, 300 5, 300 
Vessel plans and blueprints reviewed and acted upon. ces 8 17, 886 14, 000 14, 000 
Factory inspections (items). | 465, 926 475, 000 475, 000 
Vessels numbered by Coast Guard (in lieu of documents) ____- 360, 201 380, 000 400, 000 
| 


The 1955 estimate is compare with the 1955 base in the following tabulation: 


1955 appropriation base 1955 estimate 
Increase 
Unit 
Number Number amount 
of units Amount of units Amount 
Direct expense: 
147 | $28, 683, 910 147 | $29,135,854 | $451, 944 
Aviation (includes 9 air stations, 12 air 
detachments, 116 aireraft)..........__. 137 11, 915, 081 137 12, 200, 086 285, 005 
149 9, 117, 728 149 9, 296, 196 178, 468 
Marine inspection offices._-...........-- 46 5, 007, 954 46 5, O11, 603 3, 49 
Shore support facilities.........._...__. 16 1, 744, 060 16 1, 761, 183 17, 123 
56, 468,733 57, 404,922 | 936, 189 
Indirect expense (this amount is an alloca- 
tion of the total indirect expense in direct 
ratio to the expense charged directly to the 
activity) (see p. C-OE-72)..............--]....-...- 33, 663, 304 |......... 33, 793, 598 130, 294 
Total expense, search, rescue, and law 
90, 132, 037 91, 198, 520 | 1, 066, 483 


The facilities assigned to this activity are as follows: 

Vessels.—The number of vessels to be operated in 1955 is 147. No increase in 
number over the 1955 base is contemplated. 

Aviation.—These facilities include 9 air stations, 12 air detachments, and 116 
aircraft. (Crews are provided for only 85 aircraft, the remaining 31 being in an 
overhaul or ready status.) The aircraft are deployed among the stations and 
detachments to provide the most effective coverage for overwater search and 
rescue, and for cooperation with other Federal agencies in law-enforcement work. 
The number to be operated in 1955 is the same as the 1955 base. 

Lifeboat stations.—The number of lifeboat stations to be operated in 1955 is 149, 
the same as the 1955 base. Lifeboat stations consist of boathouses, equipment 
buildings, lookout towers, barracks, docks, marine railways, and, in many cases, 
a dredged channel or harbor. 

Marine inspection offices —These 46 offices are located in the principal ports of 
the United States and Territories to perform merchant-vessel inspection, licensing, 
and certification of marine personnel, investigation of marine casualties, number 
of motorboats, supervision of crews signing on and off vessels, and hearing of 
disciplinary cases. 

Shore support facilities——The units include 15 radio stations which provide 
communication support for the vessels and aireraft. In addition, 1 oceano- 
graphic unit at Woods Hole, Mass., evaluates ice-patrol data and provides sup- 
port for that function. The 1955 program is the same as the 1955 base. 

Indirect expense.—The indirect expense is prorated to activities in direct ratio 
to the expense charged directly to the activity. The computation of indirect 
Core is shown in detail in this justification on pages C-OE-64 through 

9. 
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Comparison of 1955 base and estimate 


1955 appro- 
gelation bane 1955estimate| Increase 

$55, 608, 665 | $55, 608,665 
Other contractual services.............-.-..---.---.-------.-- 9, 599, 732 10, 048, 310 $448, 578 
11, 484, 564 11, 653, 891 169, 327 
Pensions, annuities, and insurance claims_. 1, 913, 34) 
Refunds, awards, and indemnities 36, 
90, 132, 037 91, 198, 520 1, 066, 483 


EFFECT OF REDUCTION IN OCEAN WEATHER STATIONS 


Mr. Gary. Will the reduction in the number of ocean weather 
stations reduce in any way the other responsibilities of the Coast 
Guard under search, rescue and law-enforcement activities? 

Admiral Ricumonp. No, sir, as I undestand the question. 


DISCONTINUANCE OF EXPANDED SEARCH AND RESCUE WORK IN PACIFIC 


Mr. Gary. What effect will the discontinuance of search and 
rescue coverage at Wake Island, Guam, Midway, Sangley Point, the 
Philippine Islands, and Adak have on other law enforcement activities 
required of the Coast Guard, such as the enforcement of laws 12lating 
to ply oe and merchant shipping, the protection of fish and game, 
and so forth? 

Admiral Ricumonp. None, sir. 


AIRCRAFT REPLACEMENT PROGRAM 


Mr. Gary. Last year we were told that a study would be made of 
the aircraft replacement program and that the conclusions arrived at 
from that study would be incorporated in the aircraft-replacement 
program for next year. 

Can you tell us what the aircraft-replacement program will be for 
the fiscal year 1955? 

Admiral Ricumonp. Yes. First, as the committee knows, having 
been conversant with the aircraft problem for some time, the Coast 
Guard for the last 2 years, 1953 and 1954, has been operating a total 
of 137 planes, 110, we might say, on the basic Coast Guard job, 24 
as the result of the expanded search and rescue program, and 3 
helicopters as a result of the port-security program. 

The great majority of those planes were all wartime planes. 

Now, to discuss the program with any intelligence, I have to break 
them down into general classes. : 

Those planes break down something like this: Long-range land 
planes, which we use for escort work and for logistic services; long- 
range seaplanes; medium-range amphibians; medium-range land 
planes; a small number of small land observation planes, and short- 
range amphibians and helicopters. 
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Through the work of this committee, which I think started in 1949, 
we have a replacement pro , and in order to get as many planes 
replaced as possible, the replacement has been devoted pretty much to 
the medium-range amphibians, the PBY’s. That plane is no longer 
built. We have been replacing that plane with a Grumann Albatross. 
We refer to itas the UF. Also we have made considerable progress in 
the rotary wing, or helicopter, replacement program. We have in- 
creased the number of helicopters and taking out of the program the 
fixed-wing planes. 

The two bad spots in our replacement program, which as I indi- 
cated were aggravated somewhat by the increase in the expanded 
search-and-rescue program, have been in the long-range seaplane and 
the long-range landplane. We have made every effort to get planes 
from the other services. We can always get planes from the other 
services, but, generally speaking, they are of the same vintage as those 
we are flying and therefore are of little or no value to us. That does 
not solve our problem. However, we have been successful in the 
current year in getting a loan of 15 UF’s from the Air Force. They 
do not call them that. They have not all been delivered yet. We 
understand that loan is for the balance of the year, but we feel that 
they will probably continue it. So far as the medium-range amphibian 
is concerned, I believe we can say by March of this year we will have 
all new medium-range amphibians. We should not be flying any 
PBY’s after this spring. 

Mr. Gary. Is not the Air Force replacing a great many of its planes 
with jets? 

Admiral RicnmMonp. They are, but you get into a question of types. 
Not every plane in the Air Force would necessarily be desirable to us. 

For example, when we approached them they told us they would 
be happy to give us a stratocruiser. We do not have any place to 
use it. It would cost us men and money to operate it. It may be a 
good plane, but it is just too big. It would not fit our purposes. 

Mr. Gary. You do not use any jets? 


LONG-RANGE SEAPLANES 


Admiral Ricumonp. No, sir. The acute problem so far as the 
Coast Guard is concerned, lies in the long-range seaplane of which 
there is only one made today. That did pose a very difficult problem 
this year. We have a requirement for 15 of these. We have on order 
7, and we have taken delivery of 1 or 2. That leaves us a require- 
ment of 8 of these planes. 

Now, we pursued the idea of how to replace them. The balance 
of the old PBM’s are either out of date or rapidly approaching that, 
= the critical problem was, we understood, the line was going to 
close. 

However, irrespective of the fact we had a requirement of 8, we 
found the line would probably stay open a little longer than we 
anticipated. We understand the next model of that will be a jet 
seaplane, and we do not know what it will be, so it will be doubtful 
whether it will be of any value to us. We do have this requirement 
for the long-range seaplane, so in this particular appropriation request 
there is a request for money to purchase one of the 8. 
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Also, if in the administration of the Coast Guard in. 1955, there 
is any savings from other appropriations—and at this stage of the 
game it looks doubtful, in my opinion—there is a request for authority 
to transfer enough to purchase one more, so that if that comes to 
a aga in effect purchase one-quarter of our requirements of 
the M’s. 


LONG-RANGE LANDPLANES 


We have in the long-range landplanes a requirement for 17, not all 
of them immediately required, but we have no answer at the present 
time as to where or how we are going to replace those long-range 
landplanes. The DC-—4’s that we are flying are probably good for 
2 or 3 years yet. We are hopeful if what you mentioned comes to 
pass, that the Air Force changes to another type, we might get 
relatively new equipment, either a DC—6 or possibly if the Navy gets 
enough of the P-2-V’s, the Neptune class, we may be able to get 
some of those. 

Mr. Canrtetp. Your situation has been bettered by these new 
additions and you are certainly far from being in the situation this 
committee thought you were a year ago when we were disturbed 
about some of the obsolete planes that you told us you had to use. 

Admiral RicumMonp. Insofar as medium-range amphibians are con- 
cerned, yes. Of course, last year when we were before you we had 
not taken delivery on the UF’s that would replace these planes. We 
had a bad situation there. Practically all those planes have been 
— As I say, we are getting a similar type from the Air Force 
on loan. 

So far as the medium-range amphibian is concerned, it seems to me 
there is no problem at the present time. The situation insofar as the 
long-range seaplane is concerned and the long-range landplane is 
concerned, is still the same. 


AIRPLANE REQUIREMENTS 


Mr. Gary. How many airplanes will be required in your service 
during the fiscal year 1955? 

Admiral RicuMonp. We plan operation of 126. 

Mr. Gary. How many do you have on hand at the present time? 

Admiral Ricumonp. We have them on hand, sir. 

Mr. Gary. How many did you request of the Bureau of the Budget? 

Admiral Ricamonp. Eight P-5—M’s, predicated on the assumption 
that if we did not get them at the present time we would not get them 
at all because we understood the line was going to close. e now 
understand that the end of the line is being set back. 

Mr. Gary. Do you think that under the request contained in this 
budget you will have adequate modern and walk enoiidhed airplanes 
to meet your requirements without undue danger to the personnel? 

Admiral Ricumonpb. For when? 

Mr. Gary. During fiscal year 1955. 

Admiral Ricumonp. For 1955, yes, sir. 

Mr. Gary. Off the record. 

(Discussion off the record.) 
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REPLACEMENT OF AIRCRAFT 


Mr. Gary. The program as contemplated in the fiscal year 1955 
budget does not continue in effect the annual replacement of aircraft 
which was adopted at the recommendation of this committee several 
years ago? 

Admiral Ricumonp. It does not in the funds for tbis year. 

Mr. Gary. But last year we were told that a survey or study was 
going to be made and that a new program would be recommended 
this year. The program that is recommended for 1955 does not con- 
tinue that annual replacement program which will keep your fleet in a 
modern condition? 

Admiral Ricumonp. That is correct. As I indicated in my state- 
ment, in those types that we were able to get relief, such as the borrow- 
ing of these from the Air Force, that, of course, does implement that 
program, it takes away the requirement. By this spring every one 
of our medium-range amphibians will be new, modern planes either 
conga by us in the last 2 or 3 years or borrowed from the Air 

orce. 

There is still a very difficult situation with regard to long-range 
land planes, and about a 50-percent requirement of our long-range 
seaplanes has not been solved. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. CanFiEtp. I think I should state for the record that, like Mr. 
Gary, I too have had talks with Mr. Rose on this particular situation, 
and I know it has given him a lot of concern this past year, and he has 
indicated, just as you have in the latter part of your last statement, 
that additional help was expected from the Air Force and that at any 
cost no dangerous, old planes were to be used at any time by Coast 
Guard personnel. 

Admiral Ricumonp. At this point I would like to make this clear. 
I know personally Mr. Rose has done everything possible that could 
be done this year to get relief in this situation. I have been with 
him on several occasions when he has visited other departments to 

lead for relief. I think it was entirely due to his personal call on 

ecretary Douglas that we are getting these planes from the Air 
Force. The Air Force had them and was willing to sell them to us, 
but that was no help. They were not going to give them to us but 
they would loan them to us. Off the record. 

(Discussion off the record.) 

Admiral Ricumonp. We have a letter from the Navy saying that 
they just do not have the planes to give us. Sure they can give us 
PBM’s and JRF’s and PB2Y’s, but we do not gain anything. First, 
it costs money to get them fixed up and they only have at the outset 
maybe 12 to 18 months before they are past the out-of-date line. 

Mr. Canrrevp. Off the record. 

(Discussion off the record.) 

Mr. Mr. Passman. 


OPERATION oF TO NAVIGATION 


Mr. PassmMan. Without objection we will insert in the record at this 
point pages 268 through 271. 
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(The justifications referred to are as follows:) 


2. Operation of aids to navigation 


Appropriation base for 1955 $53, 934, 511 
Budget estimate for 1955 55, 018, 713 
Increase from base 1, 084, 202 


This activity covers the operation and maintenance of buoyage, daymarks, 
light stations, lightships, fog-signal stations, radio beacons, and loran stations. 
The aids are maintained in the navigable. waters of the United States, its terri- 
tories and possessions, and at military bases overseas. Loran is an abbreviation 
for “long-range aids to navigation,’’ a wartime electronic development which is 
employed by aircraft on transoceanic flights between the United States and 
Europe, and between the United States, the Philippines, Japan, and intervening 
areas. The loran system is also widely used by surface vessels. 

The 1955 program is essentially the same as that for 1954. An increase over 
the 1955 base of $840,960 is required to provide a more adequate level of mainte- 
nance of aids to navigation units, maintenance of which was reduced in 1954. 
The remaining $243,242 increase over the base represents an increase in the 
indirect expense prorated to this activity. 

Selected units of measurable workloads are shown in the following table: 


Number Number Number 
actual estimate estimate 
1953 


Lightships (including relief lightships) 
Lights, radiobeacons, and fog signals (manned) 


The 1955 estimate is compared with the 1955 base in the following tabulations: 


1955 appropriation base 1955 estimate Increase 


Number 
of units 


Number 


of units Amount 


Amount 


Direct expense: 


aids 
Loran transmitting stations.............. 
Support 
859, 023 


34, 631, 537 
20, 387, 176 


Total expense, operation of aids to 
navigation 55, 018, 713 


1 This amount is an allocation of the total indirect expense in direct ratio to the expense charged directly 
to the activity. (See p. 511.) 


The facilities assigned to this activity are as follows: 

Tenders.—This class of vessels is used to service marine aids to navigation. 
The number to be operated in 1955 is 112, the same as the 1955 base. 

Manned aids.—These aids comprise lightships, light stations, fog signal, and 
radiobeacon stations. The 418 to be operated in 1955 is the same as the 1955 


Unmanned aids—The aids in this category consist of daybeacons, sound 
Sa fixed aids, and buoys. No increase over the 1955 base is con- 
templated. 

Loran transmitting stations.—Loran stations emit successive radio signals which 
are synchronized in a group or chain of three stations. By means of special 
receiving equipment that measures the time difference between the receipt of the 


36 36 36 
404 400 396, 
14, 917 14, 967 15, 008 
22, 267 22, 335 22, 377 
Amount 

112 | $16, 427, 702 112 | $16,700,423 | $272,721 
Manned aids. . 418 9, 370, 566 418 9, 598, 881 228, 315 
254, 539 
50, 822 
8, 666 
25, 897 
| 1, 084, 202 
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signals from the loran stations in the group, ships and aircraft obtain a position. 
No increase over the 1955 base is contemplated. 

The 41 stations include such isolated and inaccessible locations as near the 
Arctic Circle, in the Aleutians, and Pacific Islands, as well as in the continental 
United States. Loran station buildings, in general, are quonset huts, erected as 
wartime projects. Each fixed Joran station is a self-sufficient unit comprising 
approximately seven quonset huts which house operating personnel, electronic 
equipment, power equipment, galley, messhalls, food storage and fuel storage. 

Support units—This consists of 2 vessels and 7 aircraft which provide logistic 
support for isolated aids to navigation units. 

Indirect expense.—The indirect expense is prorated to activities in direct ratio 
to the expense charged directly to the activity. The computation of indirect 
expense is shown in detail in this justification on pages 506 through 508. 


Comparison of 1956 base and estimate 


1955 appro- 
priation base 


Travel 

Transportation of things 
Communication services 

Rents and utility services___ 
Printing and reproduction _- 

Other contractual services 
Supplies and materials 
Equipment 

Lands and structures 

Pensions, annuities, and insurance claims 
Refunds, awards, and indemnities 
Taxes and assessments 


Total obligations. : 55, 018, 713 


Mr. PassMaNn. The request for “Operation of aids to navigation” 


for fiscal year 1955 is $55,018,713, an increase of $1,084,202 over the 
base. Will you tell us the reason for requesting this increase? 

Admiral Ricumonp. The largest part of the increase is for improve- 
ment of maintenance of the units involved in that type of duty; the 
remainder is an increase in the indirect expense prorated to this 
activity. The basic load of aids to navigation is the same. 


DEMAND FOR NAVIGATION AIDS 


Mr. Passman. Is the demand for loran navigation aids increasing or 
decreasing? 

Admiral Ricumonp. Generally increasing. I have a pamphlet 
here which I could send every member of the committee, a copy of 
which gives the users as of last June, I think, which I think would 
answer your question. 

Mr. Passman. Is there some comparable period in there? 

Admiral Ricumonp. No, it is not comparable. It gives the users 
as of that date. But generally speaking, the answer is “Yes.” 


Port Security 
Mr. PassmMan. Without objection we will insert in the record at 


this point pages 272 through 275. 
(The justifications referred to are as follows:) 


| | 

975, 590 

5, 800, 043 6, 060, 966 260, 923 

—thibGiecscbuawawdnl 6, 467, 069 7, 029, 425 562, 356 
3, 660, 730 260, 923 

| 1, 084, 202 
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3. Port security 
Appropriation base for 1955 $8, 136, 510 
Budget estimate for 1955 8, 182, 767 


Under this program, anchorage areas are controlled; loading and unloading 
dangerous cargoes are supervised; and merchant seamen and longshoremen are 
screened to keep subversive elements from merchant vessels and critical waterfront 
areas. Since the inauguration of the port security program in 1951 critical 
waterfront areas have been patrolled. However, beginning July 1, 1954, the 
shoreside of this patrol is being discontinued except for spot inspection of water- 
front facilities and checking personnel entrance to restricted areas. Also during 
1955 supervision of loading and unloading of cargoes will be limited to explosive 
cargoes only. The resulting savings are reflected in adjustments to the 1955 base. 

The level of operations contemplated for 1955 for the remaining port security 
functions is essentially below that provided for in 1954. An increase over the 
base of $53,029 is required to provide a more adequate level of maintenance of 
Re rT security facilities, maintenance of which was reduced in 1954. Ihe remaining 

772 decrease over the base represents a decrease in the indirect expense prorated 
to this activity. 

Selected units of measurable workloads are shown on the following table. 


Number, Number, Number, 
actual, estimate, estimate, 
1953 1954 1955 


amend 
Merchant marine personnel checked for security under Execu- 
tive Order 10173, as amended 
Violations of port security regul: ations checked 
Permits issued to load or discharge explosives. - 
Total tonnage of explosives covered by above permits 
Explosive loadings supervised 
Inspections of other hazardous cargo. 
Port security cards issued ____. 
Investigations fer port security clearance 
ed areas patrolled 


r 


= 


The 1955 estimate is compared with the 1955 base in the following tabulation: 


1955 appropriation base 1955 estimate 


Amount Amount 


Indirect expense 
(This amount is an allocation of the 
total indirect expense in direct ratio 
to the expense charged directly to the 
activity.) 


Total expense, port security 8, 136, 510 


The facilities assigned to this activity are as follows: 

Vessels.—The number of vessels to be operated in 1955 is 20, the same as in 
the 1955 base, 

Aircraft-—Three helicopters are operated for port-security purposes in one 
major port area as in 1954. 

Captain of the port offices—Fourteen captain of the port offices are located in 
the principal ports to exercise operational and administrative control in carrying 
out the Coast Guard’s port-security responsibilities. In other port areas, this 
function is carried out as a subordinate activity under the control of some other 
major unit. 


738 

47, 750 

6, 219 

1, 237 

1, 921, 578 2 

1,910 

8, 490 

93, 535 

1, 200 

26 
Unit Increase 

Number 
of units 
Direct expense: 

20 $1, 263, 613 20 $1, 287, 663 $24, 050 
3 78, 748 3 80, 303 1, 555 
14 1, 199, 151 4 1, 200, 911 1, 760 
Porteecurity units............-scieess 10 2, 556, 103 10 2, 581, 767 25, 664 
Subtotal j . 5, 097,615 5, 150, 644 53, 029 
8, 182, 767 46, 257 
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Port security units —Ten port security units under cognizant captain of the 
port offices support personnel required for harbor patrol and supervision of 
loading and unloading of explosive cargoes, conduct inspections, and screen 
merchant seamen and longshoremen. 

Indirect expense.—Indirect expense is prorated to activities in direct ratio to 
the expense charged directly to the activity. The computation of indirect 
expense is shown in this justification on pages 506 through 508. 


Comparison of 1955 base and estimate 


1955 appro- 1955 
priation base| estimate 


Rents and utility services 

Printing and reproduction 

Other contractual services 

Supplies and materials 

Equipment 

Lands and structures 

Pensions, annuities, and insurance claims-_-. 
Refunds, awards, and indemnities 

Taxes and assessments 


8, 136, 510 8, 182, 767 | 


Mr. Passman. Admiral, I notice an increase of $46,254 in your 
request for port security over the base for 1955. Will you tell us 
about that activity and why you are requesting an increase? 

Admiral Ricamonp. Again, that is an increase in maintenance of 
the units. 1 might mention that in this current year, as you recall, 
we had to defer maintenance considerably and the 1955 figures as 
presented do not completely carry us back to the level of maintenance 
carried out in 1953, but partially so. 

Mr. Passman. It will enable you to pick up some of the slack? 

Admiral RicumMonp. Yes. 


WORKLOADS 


Mr. PassMaAn. In the workloads shown on page 272, I notice a 
decided reduction in two items of work, ‘Violations of port security 
regulations checked”’ and ‘Inspections of other hazardous cargo.’’ 
Will you comment on the reasons for these lesser workloads? 

Admiral Ricumonp. Reduced force; that is the simplest answer. 

Mr. Passman. Off the record. 

(Discussion off the record.) 


INCREASE IN DIRECT EXPENSE 


Mr. PassMan. I also notice that the direct expense of units such 
as vessels, aircraft, COTP offices, and port security units shows an 
increase of $53,029, found on page 273. Will you comment on the 
reason for this increase? 

Admiral RicumMonp. The same as I indicated before, brought 
about by trying to restore the maintenance to the level that we feel 
is necessary. 


i 

878, 762 901, 575 $22, 813 

piubdivicnacheeen 1, 045, 004 1, 045, 635 631 

521, 725 544, 538 22, 813 
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INDIRECT EXPENSE 


Mr. Passman. Without objection, we will insert in the record at 
me oint p ages ¢ 276 through 284. 
e justifications referred to are as follows:) 


Indirect ewpense 
Appropriation base for 1955 $56, 846, 133 
Budget estimate for 1955 57, 212, 897 
Increase from base 366, 764 


The cost of headquarters, Washington, D. C.; district offices; the Academy, 
New London, Conn., and other supporting units which serve ali three primary 
activities, are included in the following schedule of indirect expense. Also, 
expenses such as persons in transit, in hospitals, in training, travel expense, re- 
cruiting expense; testing and development ; and similar programs which cannot be 
directly charged to the three primary activities are included in the schedule of 
indirect expense. The total of i indirect expense is then prorated to the primary 
activities in proportion to the expense charged directly to each primary activity. 

The 1955 estimate is soempared witn the 1955 base in the following tabulation: 


1955 appro- 
Units) priation 
base 


$5, 986, 705 
185, 267 
7, 801, 965 
728, 055 


Supply units____- 

Repair units and bases __ 

Testing and development program 

Travel expenses 
Printing 3 

Vehicle 

Boat replacement. 

Unallocated personnel expense 

Liaison personnel to other agencies. 

Electronic equipment replacement - - 


Total indirect expense 
Summary ¢f proration of indirect expense to primary activity: 
ch, rescue, and law enforcement ------| 38, 683, 2 33, 793, 130, 294 
243, 242 
—6, 772 


366, 764 


Headquarters, Washington, D. C.—This unit provides for central control and 
administration of all Coast Guard activities. tt comprises the immediate staff 
of the Commandant and offices of the comptroller, operations, merchant marine 
safety, personnel, engineering, legal, and other administrative activities. No 
increase over the 1955 base is requested. 

Area offices.—There are 2 area offices, 1 in San Francisco, Calif., for west coast 
activities, and 1 in New York, N. Y. , for east coast activities. Area commanders, 
assisted by a small staff, head these offices. They exercise operational control 
and coordinate joint interdistrict activities for emergencies. No increase over 
the 1955 base is requested. 


| 
1955 
Indirect unit or program estimate Increase 
29 728, 056 |..-..... 
3 130, 027 190, 027 |....-.-..-.. 
Training 1,825,029 | 1,841,990 | 16, 961 
| 12) 2,147,868 2, 181, 863 33, 995 
| 102 | 9,863,123 | 10, 151, 165 | 288, 042 
406,814 | 406,814 
j...-..| 4,008,623 | 4,003,623 
Bae 461, 000 461,000 
440, 000 440, 000 
j......4 1,884,978 1, 384, 978 
11,599, 191 | 11, 519, 191 
99, 393 00,303 j.....-..- 
....| 38,099, 000 3, 099, 000 |. 
Total indirect 66, 840, 189 87,212, 87 | 
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District offices.—For administration, Coast Guard units are divided among 12 
geographical districts. The district offices are located as follows: 


Coast Guard district: Location of district office 
St. Louis, Mo. 
Seventh Miami, Fla. 
Eleventh Long Beach, Calif. 
San Francisco, Calif. 
Seattle, Wash. 
Honolulu, T. H. 
Juneau, Alaska. 


No increase over the 1955 base is planned for district offices in 1955. 

Group offices—Twenty-nine group offices exercise operational control and limited 
administrative control in certain areas within continental United States. No 
increase over the 1955 base is requested. 

Inspection offices—The four regional inspection offices inspect, audit certain 
records, and report upon the operational readiness of Coast Guard units to 
insure that established policies and procedures are being carried out. They 
recommend necessary or desirable changes to the Commandant. No increase 
over the 1955 base is requested. 

Section offices—Section offices are maintained in the Marianas, the Philippines, 
and the Far East Command, for operational and local administrative control of 
aids to navigation units. No increase over the 1955 base is requested. 

Academy, New London, Conn.—The Academy is maintained for the professional 
instruction of cadets for 4 years. Graduates are commissioned asensigns. These 
graduates offset officer attrition, as a result of deaths and retirements. Academy 
facilities are currently being employed to indoctrinate officer candidates from the 
merchant marine and from the Coast Guard Reserve and other sources. An 
increase of $27,766 over the 1955 base is required to provide a more adequate 
level of maintenance. 

Training expense.—This includes expense of 1 advanced training station for 
enlisted men at Groton, Conn.; 6 small arms rifle ranges, 5 ship training detach- 
ments; inservice training; instruction of officers at other than Federal institutions; 
and reimbursement to the Navy for aviation training given Coast Guard officers. 
An increase of $16,961 over the 1955 base is required to provide a more adequate 
level of maintenance. 

Personnel procurement.—This covers expense of recruiting enlisted personnel 
and cadets. Twenty-seven recruiting stations and one receiving center at Cape 
May, N. J., are operated under this program for induction and indoctrination of 
recruits. No increase over the 1955 base is requested. 

Supply units.—This includes the expense of 2 supply centers and 10 supply 
depots. An increase of $33,995 over the 1955 base is required to provide a more 
adequate level of maintenance. 

Repair units and bases.—These units consist of the following: Aircraft repair 
and supply base, Elizabeth City, N. C.; 23 repair depots; 13 electronic repair 
shops; Risstsonis engineering station, Wildwood, N. J.; 24 bases; and 40 moor- 
ings. An increase of $288,042 over the 1955 base is requested to provide a more 
adequate level of maintenance. 

Testing and development program.—This program covers the expense of testing 
and development projects required to carry out the responsibilities of the Coast 
Guard. The expense of 1 small patrol vessel and 1 field testing unit is included. 
No increase over the 1955 base is requested. 

Travel expense-—This provides for authorized travel of personnel and their 
dependents. No increase over the 1955 base is requested. 

ransportation of things.—This provides for transportation of household effects 
of personnel on change of station and transportation charges incident to operation 
of Coast Guard units. No increase over the 1955 base is contemplated. 

Ordnance.—This provides ammunition for gunnery and small arms training, 

yrotechnics, and maintenance of ordnance equipment. During 1954 it has 
n necessary to schedule gunnery training for major vessels every 16 months 
in lieu of annually for each vessel; this program will be continued in 1955. The - 
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training program is on a much lower scale than is prescribed for comparable 
ordnance equipment installed on Navy operated vessels. 

Printing.—This provides for publications, changes in administrative instruc- 
tions and a supply of approximately 1,250 forms. No increase over the 1955 base 
is contemplated. 

Electronic equipment replacement.—This provides for procurement of initial or 
replacement electronic equipment, such as amplifiers, antenna direction finders, 
fathometers, loran radar, radio beacons, receivers, teletype, test equipment and 
transmitters. No increase over the 1955 base is proposed. 

Vehicle replacement.—This provides for replacement of 32 passenger ears, 152 
trucks, and 3 trailers. No increase over the 1955 base is requested. 

Boat replacement.—This provides for replacement of 104 unserviceable boats 
out of a total of 3,515 boats in service. No increase over the base is proposed. 

Unallocated personnel expense-—This item provides for personnel who cannot 
be charged directly to either operational or administrative units, for example 

rsonnel in hospitals, in transit, in training and caretakers of inactive units. 
No increase above the 1955 base is requested. 

Liaison personnel to other Government agencies.—Included in this program are 
personnel engaged in providing liaison with the Department of Defense and other 
Government agencies. No increase over the 1955 base is requested. 
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Analysis of direct and indirect obligations by activity 


Activity 


Appropriation estimate, 1955 


Direct 
obligations 


Indirect 
obligations 


Total 
obligations 


1. Search, rescue, and law enforcement 
2. Operation of aids to navigation. 
3. Port security 


$57, 404, 922 
34, 631, 537 
5, 150, 644 
1, 500, 000 


$33, 793, 598 


$91, 198, 520 
55, 018, 713 
8, 182, 767 
1, 500, 000 


98, 687, 103 


57, 212, 897 


155, 900, 000 


Note.—Indirect expense is proreted to activities in direct ratio to amount of direct expense. 


Mr. PassMAN. Admiral, is there any additional information you 
wish to give the committee with reference to these pages 276 through 
284? 

Admiral Ricumonp. The increase there is due to the added cost of 
the supporting units as distinguished from the program units. 


ACADEMY 


You might be interested in the Academy numbers to date. We 
have had 1,460 applications which would mean about 1,100 will sit 
for the examination on the 15th of February. We have not yet 
determined what the entering class will be, but probably in the 
neighborhood of 200. 

Lay-Up Program 


Mr. PassMan. Without objection we will insert pages 285 through 
289 in the record at this point. 
(The justifications referred to follow :) 


5. Lay-up program 
Appropriation base for 1955 Bes 
Increase from base 1, 500, 000 


This activity provides for laying up 1 DE and 3 WPG type vessels and dis- 
charging crews beginning July 1, 1954 as a result of reduction in the number of 
ocean weather stations to be operated in the Atlantic. Following Navy proce- 
dure and scheduling the lay-up program is carried out over a 4-months’ period. 
Each ship’s crew is utilized to expedite deactivation, however, part of the crew 
is released each month to minimize lay-up costs. 


42490—54—— 83 


é 
20, 387. 176 
3, 032, 123 
| 
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Cost of this program has been computed as follows: 

Military personnel cost: Average number Amount 
Commissioned officers $63, 656 
Warrant officers 11, 564 
Enlisted men 262, 763 


Total military personnel cost $337, 983 
Travel 145, 082 
Transportation of things 216, 935 
Deactivation and preservation: 

Phase A. Preinactivation overhaul 


Total cost of lay-up program 


As a result of discontinuance of 3 ocean stations in the Pacific and the ex- 
panded search and rescue program in the Western Pacific, 11 DE-type vessels 
and one 83-foot patrol boat are being laid up during 1954. Also in connection 
with 4 latter program, Coast Guard requirements have been reduced by 11 
aircraft. 

Comparison of 1955 base and estimate 


e 

Transportation of things. 

Communication services. 

Rents and utility services____ 

Printing and reproduction 

Other contractual services 

Supplies and materials 

Equipment. 

Lands and structures 

Pensions, annuities, and insurance claims 

funds, awards, and indemnities 

and assessments - - 


|| 
Replenishment of allowance list____-- -- 14, 000 
116, 000 i 
Phase B. Deactivation and 84, 000 
Cost for 1 200, 000 
Deactivation and preservation for 4 800, 000 
1955, 1955, esti- i 
| 
87, 800" "887, 500 
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Standard classification schedule 


Increase (+-) or decrease 
(—), 1955 estimate 
Appropria- | Appropria- | Appropria- over— 
tion esti- tion base, tion esti- 
mate, 1954 1955 mate, 1955 


Estimate 
Base, 1955 1954 


Total number positions: 
Military 
Civilian 


Ave salaries and les: 


Object Classification 


Personal services: Civilian, depart- 
mental: 
Net permanent $3, 197, 912 $3, 197, 912 
Temporary employees 4, 000 
Regular pay in excess of 52 weeks 
Payment above basic rates 


Subtotal departmental. 
Field 
Temporary — 
Regular pay in excess of 52 weeks. 
Payment above basic rates 


Subtotal field 


4 
2 
5 
0 
9 


| 
SEER | 


E 


Total personal services. 
Travel 
Transportation of things 
Communication services 
Rents and utility services. 
Printing and reproduction 
Other contract 
Supplies and materials. - 
Equipment 
Lands and structures 


xa 


wo 


8598868 


3 
2 | 
3, 353 3, 294 
36, 862 28, 476 28, 583 +107 —8, 279 
i Part-time 532 532 
number of all employees: 
33, 509. 0 25, 182.0 25, 289.0 +107 —8, 220 
Vv 
) A 3, 246. 2 3, 187.2 —59 
; > 28, 459, 2 28, 566, 2 +107 279 
1 ef Crafts, protective, and custodial 
grades: 
Average $2, 975 $3, 016 +$41 
Average grade................... CPC-3.3 CPC-3.3 
308 
| 3,361,305 | 3, 224, 479 | 3,224, 479 |... —136, 826 
| 9, 620, 573 9, 552, 213 9, 552,213 |............| —68,360 
| 415, 925 415, 925 
» 18, 955 18, 984 16, +29) 
198, 964 194, 401 +437 
4 10, 249, 417 10, 181, 523 161, —67, 894 
__________ 
0 Total civilian.................. 13, 610, 722 5 Cy eee — 204, 720 
81, 078.333 | +$291, 664 | —22, 245, 793 
116, 934, 848 94, 484, 335 291, 664 | —22, 450, 513 
4, 176, 506 4, 148, 705 145, 082 —27, 801 
2, 606, 164 2, 955, 048 216, 935 +348, 884 
1, 080, 200 —16, 200 
} 1, 382, 103 —6, 103 
485, 849 —19, 849 
17, 843, 408 17, 548,351 | 1, 269,814 —295. 057 
28, 006, 958 20, 037, 770 1, 041, 133 | —7, 969, 188 
12, 732, 349 10, 274, 292 732,314 | —2, 458, 057 
Pensions, annuities and insurance 
Refunds, awards and indemnities____ 62, 360 
Subtotal. 188,292,978 | 15 155, 942, 978 | +3, 696, 942 | —32, 350, 000 
‘y Deduct for subsistence and quarters. —42, 978 
N Total appropriation or esti- 
mate...........-....--...--.| 188,250,000 | HE | 155. 900, 000 |+3, 696, 942 | —32, 350, 000 
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Summary comparison of personnel, U. S. Coast Guard 


Appropriation title 


1953 actual 


1954 estimate 


1955 estimate 


Average 
number 


Cost 


Average 
number 


Cost 


Average 
number 


Cost 


— expenses: Direct obliga- 


Cadets _. 
Enlisted men. 


— regular pro- 


Subtotal, military 


Civilian: 
Salaried employees: 


Subtotal, salaried 
Wage Board employees. 
Part-time, lamplighters. 
Part-time, appeal board . 
civilian per- 
son 
Less for 
civilians 


Net, civilian personnel 
Total, direct obligations_ 
Reimbursable obligations: 
Military: 
Commissioned officers 
Enlisted men 


$20, 321, 655 


411, 366 


'103, 324, 126 


3, 310, 805 
5, 060, 781 


8, 371, 586 
862, 189 
376, 965 


13, 653, 700 
—42, 978 


13, 610, 722 


116, 934, 848 


1, 206, 708 
208, 154 
7, 487, 134 


Subtotal, 


Civilians (wage board) 


Total, reimbursable obli- 
gat tions 
Total, operating 
Acquisition, construction, and im- 
provements: 
Civilian: Temporary salaried -- 
Reserve training: 

Military (administrative): 
Commissioned officers 
Enlisted men 

Subtotal, military 


Civilian (administrative): De- 
partmenta! salaried 


Trainees: 
Commissioned officers. . .... 
Enlisted men x 
Subtotal, trainees 
Total, reserve training ._-- 
«Coast = yard fund: 
Milita 


8, 901, 996 
50, 000 


8, 951, 996 


116, 488, 987 


|116, 984, 848 | 31, 665, 2 


| 103, 436, 331 


207, 107 


72, 195 


18.0 


72, 195 


$283, 502 


$338, 940 
244, 869 


$338, 940 
244, 869 


489, 643 


583, 809 


583, 809 


48, 353 


68, 490 


68, 490 


557, 037 
775, 129 


453, 026 
926, 015 


453, 026 
926, 015 


1, 332, 166 


1, 379, 041 


1, 379, 041 


1,870, 162 


2, 031, 340 


2, 031, 340 


458, 200 


455, 200 


200, 540 


1, 773, 488 
7, 506, 789 


208. 
1, 245.0 


991, 639 
4, 691, 724 


685, 659 
2, 467, 436 


8, 680, 277 | 


1, 453. 0 


5, 683, 363 


3, 153, 095 


9, 138, 477 | 


1, 577.0 


6, 138, 563 


3, 353, 635 


Military: 
3,003.2 |$20, 689,799 | 2,936.0 | 2, 356.0 
Warrant officers. __....- 906.9 | 4,695, 722 894.0 | 5,098, 592 819.0 | | 
30, 513.9 | 77,096,933 | 29, 199.0 | 77,200,108 | 21, 527.0 58, 21, 625 
34,999. 0 |103, 222, 126 | 33, 509.0 |103, 324, 126 | 25,1820 | 80, 786, 69 
999.0 | 103, 222, 126 | 33, 509.0 | 25,280.0 | 81, 078, 333 
5, 097, 520 1,181.3 1, 162.3 4, 992, 887 
1,939.7 | 8,220,967 | 2,008.2 1,949.2 | 8, 166, 866 
1,225.0 | | 1,225.0 1,225.0 | 4,862! 189 
| 76.0 379, 465 76.0 76.0 376, 965 r 
| Mo 36, 201 14.0 42, 960 14.0 42, 960 
| 3,304.7 | 13,258,577 | 3,323.2 3,264.2 | 13, 448,980 
18,906 108 18, 408, 002 
38, 308.7 |116, 430, 234 | 36, 832. 2 | 28, 553.2 | 04, 484, 335 
| 16.0 58, 753 13.0 50,000} 3,112.0; 
(38, 319.7 | 36,815. 4 
| 60) = 
38.2 47.9 47.9 
57.0 206, 141 62.3 | | | 62.3 | | { 
%.2| 1102) mmm | 110.2 
893.0 913.0 913.0 
| 4,960.0 | 5,534.0) 
125.0) | 124.0 — 63.0 
227.0 153.0 
Wage board. 1, 975.0 | | | 537. 0 || 
Total, Coast Guard yard | | | 


S$ 
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ts 
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Summary comparison of personnel, U. S, Coast Guard—Continued 


1953 actual 1954estimate | 1955 estimate 


Appropriation title 
Average Cost Average Cost Average 


number number number Cost 


Courier: (Working fund advance 
from U. 8. Information Agency 
for Voice of America project): 
Military : $274, 955 96. 0 $295, 625 96.0 $295, 625 


Summary: | 
Military. 35,312. 5 | 104, 444, 924 | 33, 839.2 |104, 658, 760 657. 91, 060, 303 
Civilian personnel. 22, 202, 598 828. 19, 484, 770 006. 16, 749, 782 
Reserve trainees. 2. , 960. 1, 332, 166 5, 534. 1, 37%, 041 5, 534. 1, 379, 041 


Total, personal services ..-|127, 979, 688 {25, 522, 571 


Mr. Passman. Admiral, I note the justifications on pages 285 
through 289 relate to the lay-up program. Is there anything further 
you wish to discuss with the committee about the lay-up program? 

Admiral Ricumonp. No. I think the committee understands that 
so far as the Atlantic is concerned it was decided that the program 
should be continued until June 30. That being the case, those four 
vessels had to be projected to 1955 for lay up. They are four vessels 
in excess of requirements for the eventual program. 


VESSELS IN MOTHBALL FLEET 


Mr. Passman. How many vessels do you propose to lay up? 

Admiral Ricumonp. Eleven in the ocean station program and 4 in 
the expanded search and rescue, of which 11 will be laid up—some 
of them are already laid up—in the current fiscal year, so that leaves 
the 4 to go over. 

Mr. PassmMan. Do you usually refer to it as a mothball process, 
when these vessels are put in storage? 

Admiral Ricumonp. Yes, sir, for two reasons. One is that the 
majority of these vessels are Navy vessels and we are under obligation 
to return them to the Navy in the same condition we got them. We 
took them out of mothballs and have to return them to mothballs. 

Mr. Passman. That is all. 


AcquIsITION, ConsTRUCTION, AND IMPROVEMENTS 
SUMMARY JUSTIFICATION DATA 


_ Mr. Sreminsxr. Without objection, pages 290 through 311 will be 
inserted in the record at this point. 
(The justifications referred to are as follows:) 


Amounts available for obligation 


1953 actual | 1954 estimate 


$24, 250, 000 $2, 500, 000 
4, 393, 758 8, 278, 234 


Total available for obligation 28, 643, 758 10, 778, 234 
Balance available in subsequent year —8, 278, 234 — 430, 000 


20, 365, 524 10, 348, 234 


é 
|| 
3 
07 
71 
25 
69 109, 189, 126 
10 
9 
| 
| 155 
Prior-year balance available... 430, 000 
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Obligations by activities 


Description 


Aids to 
Port security 


Obligations incurred 


rescue, and law 
navigation 


Obligations by objects 


Object classification 


1953 actual 


COAST CUARD 


Gowese services: Positions other than permanent 
Travel 

Transportation of things. 

Communication services 

Printing and reproduction 

Other contractual services 


pp 
Equipment 
Lands and structures. 


Obligations incurred 


ALLOCATION TO BUREAU OF AERONAUTICS, 
DEPARTMENT OF THE NAVY 
Equipment 


ALLOCATION TO CORPS OF ENCINEERS, 
e DEPARTMENT OF THE ARMY 


07 Other contractual services 


ALLOCATION TO OFFICE OF THE SECRETARY, DEPARTMENT OF 
THE ARMY 


07 Other contractual services 
ALLOCATION TO ATOMIC ENERCY COMMISSION 
07 Other contractural services 


01 


ve 

Transportation of things 

Rents and utility services 

Printing and reproduction 

Other contractual services. 
Supplies and materials 

Equipment 

Lands and structures 

Taxes and assessments 


Analysis of expenditures 


1953 actual 


1954 estimate 


Unliquidated obligations, start of year 
incurred during year 


$6, 598, 620 


20, 365, 524 


$14, 688, 961 
10, 348, 234 


26, 964, 144 
14, 688, 961 


25, 037, 195 
3, 037, 195 


Total expenditu 
Expenditures are distributed Bs follows: 
Out of current authoriza 
Out of prior ao 


12, 275, 183 
} 12,275, 1883 


22, 000, 000 
{ 1, 000, 000 
21, 000, 000 


|_| 
Pe 1953 actual | 1954 estimate | 1955 estimate 
1. eee ef $6, 961, 272 $3, 099, 000 
2 wsivtilighs ceded 5, 051, 906 3, 288, 022 331, 000 : 
Pt MEE 1954 estimate | 1955 estimate 
Average number of all employees-_.-.__..............--.------- 45 18 18 
ele ane’ $207, 107 $72, 195 $72, 195 
(EE 34, 797 6, 800 3, 800 
93, 732 6, 200 5, 000 
4, 202, 588 1, 450, 000 
== 
SUMMARY 
Average number of all employees. .-_.........-...-.----------- 45 18 18 
SS 
™@ Personal services: Positions other than permanent_______- $207, 107 $72, 195 $72, 195 
34, 797 6, 800 3, 800 
93, 732 6, 200 5, 000 
1,114,114 165, 623 3, 800 
15, 918, 532 7, 007, 769 2, 112, 600 
2, 719, 395 1, 968, 405 1, 232, 205 
329 400 400 
Obligations ineurred._.._._._..__---..-----.------.--.--] 20,365, 524 10, 348, 234 3, 430, 000 
| 1955 estimate 
6, 467, 195 
Deduct unliquidated obligations, end of year - | 267, 195 
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Analysis of appropriation base for fiscal year 1955 


Regular appropriation, 1954 act 
Supplemental appropriation for 1954 


Total appropriation, 1954 
Reductions: 
Nonrecurring 1954 projects: 
Search, rescue, and law enforcement. 
Operation of aids to navigation 
Port security 
Adjustment in base 


Appropriation base for 1955 
Increase over appropriation base for 1955 


Appropriation estimate for 1955 
Increase or decrease from total appropriation, 1954 


Comparison of appropriation base with appropriation estimate for 1955 


meek “yy base | Appropriation esti- Increase or 
for 1955 mate for 1955 decrease 


Average Average 
Amount posi- 
tions 


Search, rescue, and law enforcement 4 $2, 669, 000 12.2 
Operation of aids to navigation q 331, 000 5.8 
18 


Increase over appropriation base-__- 3, 000, 000 


GENERAL STATEMENT 


The funds uested under this appropriation title represent capital invest- 
ments in Coast Guard operating facilities, such as the establishment and improve- 
ment of aids to navigation, the acquisition of aircraft, the replacement or improve- 
ment of vessels, and the replacement or improvement of shore structures. The 
funds requested are to remain available for expenditure until the specific projects 
included in the capital improvement program are completed. 

The program for 1955 represents an increase of $500,000 compared with fiscal 
1954, as shown in the comparative summary below. It is considerably 

elow annual replacement which normally should be effected, taking into con- 
sideration the total replacement cost of Coast Guard facilities. 


1953 appro- | 1954 appro- 
priation priation 1955 estimate 


1. Search, rescue and law enforcement: 
Lifeboat stations. $91, 000 
6) Vessels 0 0 
(c) Aviation 1, 700, 000 
(d) Support units 0 39, 000 


Subtotal 1, 830, 000 


2. Operation of aids to navigation: 
alds 500, 000 
0 


ran 
d) Support units 


Subtotal 
3. Port security: (a) Vessels 
Subtotal 


; 
| 

te 
3, 000, 000 
posi- | Amount Amount 
tions 
J $2, 669, 000 
331, 000 
3, 000, 000 
5 
0) 
0 
0 
5 | 
| 
y | 320, 000 
123, 000 

2, 669, 000 
| 
) ( 0 170, 000 0 
5 6, 750, 000 670, 000 331, 000 
4 Total appropriation or estimate... .....................- 24, 250,000 2, 500, 000 3, 000, 000 
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LANGUAGE CHANGES 


The proposed language change is to permit the transfer of funds not to exceed 
$2 million, if available, from other Coast Guard appropriations into “‘ Acquisition, 
construction and improvements”’ for the replacement of one additional seaplane. 


ANALYSIS OF APPROPRIATION BASE FOR FISCAL YEAR 1955 


The regular appropriation act for 1954 provides funds in the amount of 
$2,500,000. There is being requested in these estimates a total of $3 million, 
representing an increase of $500,000 compared with the funds appropriated in 
1954. Inasmuch as the projects are nonrecurring in nature, the entire amount 
provided in the 1954 appropriation has been deducted in determining the appro- 
priation base for 1955. 


DETAILED EXPLANATION OF ESTIMATE 


There follows a list of projects requested for 1955, arranged by activity and 
type of project: 
1. SEARCH, RESCUE AND LAW ENFORCEMENT 


This part of the program provides $2 million for replacement of 1 overage 
aircraft, and $669,000 for reconstruction and improvements at 2 lifeboat stations, 
1 air station, and 2 supporting shore units. All of the improvements included 
are necessary to relieve deterioration or to permit consolidation of activities for 
more effective operation. 


A. Lifeboat stations 

(1) Ditch Plain Lifeboat Station, Long Island, N. Y., $115,000.—Ditch Plain 
Lifeboat Station is located on the south shore of Long Island, 3.3 miles west of 
Montauk Point, the eastern end of the island. It provides search and rescue 
coverage for the ocean entrance between Montauk Point and Block Island, which 
carries a large volume of commercial and pleasure fishing craft as well as the larger 
coastal and oceangoing vessels. It also provides coverage for the eastern portion 
of the south shore of Long Island. Its location on the beach front exposed to 
the Atlantic Ocean does not permit launching of the modern heavy motor life- 
boats through the surf, as was practiced with pulling boats when the station was 
originally established; consequently the boats are now moored at the closest 
protected inlet 3.8 miles from the station on the north side of the island at Mon- 
tauk Harbor. Here the boats are subject to pilferage and to damage should they 
break loose from their moorings. 

The road connecting the station and the boat moorings is narrow and, during the 
summer season, congested with traffic with the result that considerable delay is 
involved in responding to distress calls. Operation of boats under these conditions 
during emergency or distress is uncertain and undesirable. 

This project provides for relocation of the station and construction of station 
facilities on Coast Guard property at Star Island, Montauk Harbor, thus improv- 
ing efficiency and service to the public. 


Relocation from Ditch Plains, Long Island, N. Y. 


Construct barracks gar , and workshop building 
—_ dock and boathouse 


Administrative expenses: 
Temporary employment of supervisory and engineering personnel - 
Administrative travel 


500 

Total requested for 1955.........-.-------------------------. 115, 000 
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(2) Fishers Island Lifeboat Station, Fishers Island, Suffolk County, N. Y., 
$111,000.—Fishers Island is located at the eastern entrance to Long Island Sound 
about 4 miles southeast of the entrance to the Thames River, Conn. The life- 
boat station thereat provides search and rescue coverage for the large volume 
of commercial and pleasure traffic in the Block Island Sound, Fishers Island 
Sound, and eastern Long Island Sound area. 

The present station building was built in 1904 of wood frame construction and 
shingled siding. Due to its exposed location, the building has suffered more than 
ordinary deterioration, and complete rebuilding is now necessary. There is also 
need for an equipment building at the station for storage and protection of search 
and rescue mobile equipment. 

In lieu of restoration of the existing structure and construction of the needed 
equipment building, it is planned to relocate the station for reasons of economy 
and effective operation. Army buildings of permanent-type construction have 
been obtained on transfer as excess to Army requirements. The buildings under 
consideration are situated at a protected cove, which will provide improved 
operational conditions for lifeboat station activities over the present site. The 
funds requested are for rehabilitation anc conversion of the Army structures to 
lifeboat station use. 


Relocate to available buildings on Fort Wright Army Reservation in lieu of 
reconstruction 

Rebuild dock and bulkhead 

Refurbish 3 sets single quarters 

Refurbish one 2-family quarters building 

Convert present firehouse to barracks 


Administrative expenses: 
Temporary employment of supervisory and engineering personnel_ 
Administrative travel 


Total requested for 1955 


C. Aviation 

(1) Replacement of 1 seaplane, $2 million—Funds are requested to replace 
one overage patrol seaplane. Patrol seaplanes are used for long range patrol 
and search operations and for landings offshore to rescue survivors or remove 
sick (or injured) persons from surface craft. No type other than a large seaplane 
is capable of the latter mission where distances of over 100 miles are involved. 
This acquisition does not provide replacements for crash potentials or other 
aircraft which become overage in fiscal years 1954 and 1955. 


Replacement 
cost 


Type of aircraft Number | Unit cost 


VP (MS) long-range offshore $1, 980, 000 $1, 980, 000 
Administrative expenses: Temporary employment of engineering ne 
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(2) Air station, Brooklyn, N. Y., $320,000.—The seaplane ramp at Air Station, 
Brooklyn, was constructed in 1934 of wood on creosoted wood piling for aircraft 
weighing a maximum of 40,000 pounds. The structure has now deteriorated to 
the extent that extreme caution must be used in handling seaplanes over it. 
—— rebuilding of the ramp and the associated taxiways and aprons is 
essenti 

The seaplane type aircraft operated by the Coast Guard for the past 8 years 
be hs about 60,000 pounds. The new and heavier P5M seaplanes being delivered 

cal year 1954, and those available for future procurement, will operate at 
epprounaataly 80,000 pounds gross weight. Thus, use of Brooklyn Air Station 
by the new aircraft is precluded until such time as rebuilding can be accomplished. 

With the proposed facilities provided, the Coast Guard Air Station, Brooklyn, 
N. Y., will be the only Coast Guard air station on the north eastern Atlantic sea- 
board capable of furnishing seaplane services utilizing the heavy modern type. 
The Coast Guard Air Station at Salem, Mass., though well located, is limited 
to the operation of the older lighter type seaplanes by space and terrain difficulties, 
plus limitations imposed by ice formation during the winter season. The only 
other Coast Guard air station on the east coast capable of utilizing the heavier 
seaplanes is at Elizabeth City, N. C., which is too remote from this area of opera- 
tions to furnish efficient coverage. 

This project provides for rebuilding of the seaplane ramp, taxiways, parking 
aprons and for equipment at Air Station, Brooklyn, to handle the heavier planes. 


Rebuild seaplane ramp, taxiways, and parking aprons 
“eo A seaplane ramp: 390 feet by 50 feet, 19,500 square 


Conereia paving, taxiways and parking apron: 72,000 square “el 
$300, 000 
Administrative expenses: 
Ten porary employment of supervisory and engineering 
———— 20, 000 


D. Support units 

(1) Electronic Repair Shop (land lines), Virginia Beach, Va., $73,000.—The 
electronics repair shop, located at Virginia Beach, Va., is the primary unit of its 
type in the Fifth Coast Guard District. It is the central repair and maintenance 
facility for the Coast Guard telephone and telegraph system in a large area of the 
district. Additionally, it houses and maintains the central repeater and terminal 
equipment for this system, total value of which is approximately $300,000. The 
destruction of this building by fire, storm, or collapse would disrupt vital Coast 
Guard and Navy communication channels for an extended period of time. It 
therefore imperative that continued effective operation of this unit be assured. 

The present structure housing this unit is a wood frame building constructed 
in 1878 as a lifeboat station. The building has deteriorated due to age, wood 
borers, and exposure to the elements to the extent that it can no longer be main- 
tained in a safe condition. It is considered a hazard to both personnel and 
valuable communications facilities. 

This project provides for the construction of a fireproof building, in replacement 
of the present buildin ng, which will house the shop, storeroom office, mobile mainte- 
nance equipment, and communications terminal equipment. 
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Replace deteriorated building 


——— $69, 500 


Administrative expenses: 
Temporary employment of supervisory and engineering 


(2) Base, Saulte Ste. Marie, Mich., $50,000.—This Coast Guard Base is located 
at Saulte Ste. Marie, Mich., on the St. Mary’s River, which connects the lower 
and upper Great Lakes. It is one of the most important units in the entire 9th 
Coast Guard District because of its geographical location and the operational 
missions assigned it. 

In 1947 the necessity of providing adequate facilities at this base was recognized 
when funds in the amount of $84,000 were appropriated for installation of bulk- 
heading along the waterfront and boat slip. In 1951 funds were appropriated in 
the amount of $321,000 for construction of a main industrial building. This 
building is presently under construction, nearing completion, and will provide 
shop space for the industrial activities of the base. Principal among these activi- 
ties are the repair and overhaul of boats and boat engines and the winter storage 
ashore of boats assigned to various units in that area of the lakes. This requires 
the lifting of boats out of the water by the use of a mobile crane. The wharf area 
surrounding the slip was formed by the installation of a sheet steel bulkhead with 
fill from the river bottom pumped behind it. Such fill has no bearing support for 
heavy mobile equipment, and reinforcement to permit use of the mobile crane is 

he overall project for improvement of this base is a continuing one, the next 
hase of which, as proposed herein, is the construction of a relieving platform, and 
installation of paving and boat carriage tracks. It is proposed to install concrete 
paving in the area adjacent to the bulkhead and the new building. The paving 
adjacent to the bulkhead will bear on pile supports, forming a relieving platform to 
prevent transmission of loading forces to the bulkhead. Boat carriage tracks 
will provide for moving boats to the shop for repair or for winter storage. In+ 
stallation of the proposed paving, relieving platform and boat carriage tracks will 
permit use of the dock area and the new industrial building and will conform with 
the orderly development and use of the base. Lack of the facilities to be pro- 
vided by this project will severely restrict base operations, and full utilization of 
the existing facilities will not be possible until such are provided. 


Construct relieving platform, install paving and boat-carriage tracks 


Relieving platform, 12-inch concrete slab on 24- by 24-inch con- 
crete pile caps 10 feet apart. Piles spaces about 4.5 apart 
Boat-carriage tracks, 100 linear feet__.._.__________________ 1, 000 


Administrative expenses: 
Temporary employment of supervisory and engineering 
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Estimate for 1955 summarized by object of expenditure 


Transportation of things 
Other contractual services 
Supplies and materi 
Equipment 

Lands and structures 


2. OPERATION OF AIDS TO NAVIGATION 


This part of the program provides $331,000 for improvements or changes in 
aids to navigation. 


A. Visual aids 

(1) Establish aids to navigation to mark miscellaneous scheduled Corps of Engi- 
neers improvements and miscellaneous urgent aids to navigation, $331,000.—Estab- 
lishment and change of aids to navigation concurrently with accomplishment of 
river and harbor improvements by the Corps of Engineers is essential to provide 
for safe navigation and to appropriately mark Corps of Engineers river and 
harbor-improvement projects not otherwise provided for in the budget requests 
for fiscal year 1955. In order to accomplish the establishment or change in aids 
to navigation concurrently with the Corps of Engineers improvements it is neces- 
sary to anticipate those projects of the Corps of Engineers which will be.accom- 
plished. It is estimated that $150,000 will be required to provide the minimum 
in aids to navigation to meet these requirements. 

Requested funds will also provide for the establishment of miscellaneous aids 
to maritime navigation to serve the needs of commerce of the United States by 
marking anchorage, danger, and other special or restricted areas established by 
proper authority as provided by law; by marking changes in channels, harbors 
and other waterways resulting from the action of currents, tides, storms, and 


other acts of God and by augmenting and improving the existing system of aids 
as it becomes inadequate due to increased vessel traffic or to changes in type, 
class, draft, or speed of vessels using the waterways, where the urgency precludes, 
or the relatively small cost does not warrant budgeting as individual projects. 


Estimate for 1955 summarized by object of expenditure 


Transportation of things 
Supplies and materials 
Equipment 

Land and structures 
Taxes and assessments 
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Standard classification schedule 


Increase (+) or decrease 
(—) 1955 estimate 
Appropria- Appropria- 
tion esti- | tion base tion esti- 
for 1955 mate 1955 Over 1955 Over 1954 


Average number of temporary employees. _ 
OBJECT OF EXPENDITURE 


Personal services: Temporary employees. 

Transportation of things 

Other Contractual services 


BB. 


LIFEBOAT STATIONS 


Mr. Sreminski. In the request for funds for “Acquisition, con- 
struction, and improvements,” which represent capital investments 
in Coast Guard operating facilities, such as the establishment and 
improvement of aids to navigation, the acquisition of aircraft, the 
replacement or improvement of vessels, and the replacement or 
improvement of shore structures, I note there is an increase in life- 
boat stations of some $135,000 over the current fiscal year. Will you 
tell us about that? 

Admiral Ricumonp. That is for one particular lifeboat station 
ez on page 294, the Ditch Plain Lifeboat Station, Long Island, 


AVIATION 


Mr. Steminski. With respect to aviation, what do you propose to 
do with the $620,000 increase requested for fiscal year 1955, shown 
at page 291? 

dmiral Ricumonp. Briefly, the ramp at air station, Brooklyn, 
has to be put in sufficiently strong to take care of these new P5M’s. 


BASE, SAULT STE. MARIE, MICH. 


Mr. Steminski. Will the $50,000 requested for the base at Sault 
Ste. Marie, Mich., complete this installation? 

Admiral RicumMonp. No, not entirely. This completes the pre- 
sently approved jobs. 


0 

base tion 

+3, 800 1, 800 
+2, 082, 600 394, 600 
Lands and | +832, 205 94, 800 

l- 

Total appropriation or 2, 500, 000 0 

of 
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Retrrep Pay 
Amounts available for obligation 


1953 actual | 1954 estimate | 1955 estimate 


79, 655 
17, 612, 493 18, 520, 345 


$17, 625,000 | $18, 600, 000 $19, 775, 000 
—12, 507 


Obligations by activities 


1953 actual | 1954 estimate | 1955 estimate 


$8, 558, 593 
& , 19% 7, 563, 402 
2, 356, 042 

Former Lighthouse Service : 1, 273, 713 
Former 24, 147 
6. Reserve personne (Public Law 810) , 26, 479 
7. Survivors benefits (Public Law 239) ‘ —27, 376 


Obligations incurred 17, 612, 493 19, 775, 000 


PROGRAM AND PERFORMANCE 


This appropriation provides for payments to retired personnel of the Coast 
Guard, Coast Guard Reserve, members of the former Lifesaving Service, members 
of the former Lighthouse Service, and surviving dependents of retired ‘personnel. 


Obligations by objects 


12 Pensions, annuities, and insurance claims: 
1953 


$17, 612, 493 
19, 775, 000 
Analysis of expenditures 


1953 actual 1955 estimate 


$207, 254 $283, 620 
A ustment in obligations of 4,176 


tions incurred during the 17, 612, 493 |” 19, 775, 000 


. 17, 823, 923 20, 058, 620 
Deduct unliquidated obligations, end of year 313, 275 283, 6: 175, 000 


Total expenditures. 17, 510, 648 19, 883, 620 


Expenditures are distributed as follows: 
Out of current authorizations 17, 457, 801 19, 600, 000 
Out of prior authorizations 52, 847 200, 000 283, 620 


Mr. Stemrinski. Without objection there will be inserted in the 
record at this point pages 312 through 315. 
(The justifications referred to are as follows:) 


Unobllgated balanee, estimated savings: 

Obligations | | 19,775,000 

| | 

| 
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Analysis of appropriation base for fiscal year 1955 


Regular appropriation, 1954 act_----..-...-.-.------------.--- $18, 600, 000 
Supplemental appropriation for 


Reductions: 
Commissioned 81, O81 
Chief warrant and warrant officers___-___-___-___-- 19, 844 
Former Lighthouse Service--------...........-.... 52, 931 
Former Lifesaving Service. 4, 673 


Additions: 


Chief warrant and warrant officers._.__.__.-___--_-- 46, 212 
Former Lighthouse Service. 36, 128 


Increase over appropriation base for 1955___---.---------------- 951, 032 


Appropriation estimate for 1955_---...-------.-..-----.- 19, 775, 000 


Increase or decrease from total appropriation, 1954________ +1, 175, 000 


Comparison of appropriation base with appropriation estimate for 1955 


Appropriation base | Appropriation esti- Increase or 
for 1955 mate for 1955 decrease 
Activity } 
Average Average Average! 
posi- Amount posi- Amount posi- Amount 
i tions 


Number 
270 


940 | $8, $s, +$550, 818 

7, 5 7, 563, 64 +264, 033 

Chief warrant and warrant officers__ Z 818 2, 222, 803 867 2, 356, 042 49 +133, 239 

Former Lighthouse Service 758 1, 273, 713 758 

Reserve personnel (Public Law 810) ___--- 16 23, 537 18 26, 479 2 +2, 942 
Survivor’s benefits (Public Law ~~27, 376 |......-- —27, 376 |........ 


Increase over appropriation base_-__-_-.-_- 7,318 | 18,823,968 | 7,703 | 19, 775, 000 385 +951, 032 
Adjustment in base (net) _...........--.-- —105 | —223,;068 |.......- +105 + 223, 968 


Total appropriation 1954, and ap- 
propriation estimate for 1955_._.-_- 7,213 | 18,600,000 | 7,703 | 19,775,000 490 | +1, 175,000 


GENERAL STATEMENT 


The funds requested under this appropriation are for retired pay of the military 
panne of the Coast Guard, Coast Guard Reserve, members of the former 

ifesaving Service, members of the former Lighthouse Service, and for annuities 
payable to beneficiaries of retired personnel under Public Law 239, 83d Congress. 

The estimate of $19,775,000 for 1955 is based upon the current retired list, 
modified by expected additions and deaths. This program requires an increase 
of $1,175,000 over the appropriation for 1954, attributable to an estimated in- 
crease of 490 in the average number of personnel in retired pay status. 


LANGUAGE CHANGES 


There are no substantive changes in the appropriation language for the fiscal: 
year 1955. 
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ANALYSIS OF APPROPRIATION BASE 


The Appropriation Act for 1954 authorized funds in the amount of $18,600,000. 
This amount was increased by $223,968, as follows, in arriving at the appropria- 


tion base for 1955: 


Average 


Amount 


Total 


REDUCTIONS 
(1) Reduction due to estimated attrition from retired rolls, 
fiscal year 1955: 
Enlisted men 


Former Lighthouse Service 
Former Lifesaving Service 


(2) Reduction due to annualization of net attrition of 4 in 
average number of former Lighthouse Service during 


of deductions from pay of retired personnel over pay- 
ments to surviving dependents of deceased retired per- 
sonnel under Uniform Services Contingency Option 
Act of 1953, Public Law 239, 83d Cong.: 
Estimated payments 


Excess of reductions over 
Total estimated reduction 


Commissioned officers. _.____. 
Chief warrant and warrant officers. 
Former Lighthouse 

Total estimated additions 


Adjustment in base (net) 


$250, 405 


6, 721 


27, 376 
284, 502 


508, 470 


+223, 968 


Detailed explanation of estimates 


Appropriation base for 1955 
Budget estimate for 1955 


19, 


$18, 823, 968 
775, 000 


951, 032 


This appropriation provides for payment of retired pay in accordance with 


existing laws. 


An increase of $951,032 over the appropriation base is requested 


in order to provide for the net increase in physical, statutory age, and service 


retirements during fiscal year 1955. 


The appropriation also provides for annuity payments to beneficiaries of retired 
) penne ng under the Uniform Services Contingency Option Act of 1953, Public 


w 239, 83d Congress. 


Mr. Sreminski. Is there anything you wish to add relative to the 


request for retired pay? 
Admiral Ricumonp. Nothing. 
Mr. Gary. Off the record. 
(Discussion off the record.) 


f 
48.5 $98, 597 
Commissioned officers 20.0 81, 081 | 
Chief warrant and warrant officers. ..............._..- 7.0 19, 844 | 
(3) Survivors benefits: Estimated decrease in 1955 due to excess 
344.8 184, 761 7 
146.9 157, 385 4 
ADDITIONS 
(1) To annualize net addition to average number during 1954: j 
Enlisted men. .................. 150.5 305, 548 
29.0 120, 582 
17.0 46, 212 
21.5 36, 128 
| | 
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RESERVE TRAINING 


00. a Amounts available for obligation 


— a 1953 actual | 1954 estimate | 1955 estimate 


Appropriation or estimate... $2, 600,000 | $2, 500, 000 $2, 500, 000 
— ’ Reimbursements from other accounts----_--_...--..-----.-__--j|.-...---.+.--- 110, 400 121, 440 
‘otal available for 2, 600, 800 2. 610, 400 2, 621, 440 
IIE vstinidobanacsbcontaecscotaesences 2, 456, 193 2, 610, 400 2, 621, 440 
Obligations by activities 
405 
3 Description 1953 actual | 1954 estimate | 1955 estimate 
a 
721 
Direct Obligations 
$2, 456,193 | $2, 500,000 | 500, 000 
4 Obligations Payable Out of Reimbursements From Other 
Accounts 
‘ 
2, 456, 193 2, 610, 400 2, 621, 440 
PROGRAM AND PERFORMANCE 
*| The Coast Guard maintains a trained reserve of officers and enlisted personnel 
& to augment the regular service in time of war or national emergency. 
& The program for fiscal year 1955 will provide training for 5,534 reservists, 
- which maintains the same number in training as was supported in fiscal year 1954. 
The types of training, together with the number of trainees for 1954 and 1955, 
8 are shown in the following table: 
= Number to be trained, 1954 Number to be trained, 1955 
i Types of training 
; q Officer | Enlisted | Total | Officer | Enlisted| Total 
; cy A (15 days’ active duty and 48 
Port 385| 3,892) 4,277 385 | 3,892 4,277 
h z Vessel augmentation 208 671 879 208 671 879 
d Aviation train 28 12 40 28 12 40 
e Selective service liaiso | 12 12 
Category B (15 active duty and 24 
drills): Volunteer training 150 25 175 150 25 175 
1 iS Category D (15 Sad active duty): 
Specialist 130 21 151 130 21 151 
913| 4,621| 5,534 913| 4,621 5, 534 
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Obligations. by objects 
Object classification 1953 actual | 1954 estimate | 1955 estimate 
of positions: 
96 116 116 
20 23 23 
Total number of permanent positions. .___............--- 116 139 139 
Average number ofall employees: 
16 21 21 
Total average number of all employees... .......-.....--- lil 131 131 
Average salaries and grades: 
General schedule grades: 
$3, 070 $3, 215 $3, 271 
Direct Obligations 
01 Personal services: 
$489, 643 $583, 809 $583, 809 
Civilian dan 48, 117 68, 206 68, 201 
Regular pay in excess of 52-week base_-........-..-.-- 236 284 289 
Drill and active duty pay of trainees_............._--- 1, 332, 166 1, 379, 041 1, 379, 041 
1, 870, 162 2, 031, 340 2, 031, 340 
04 Communication services..................-...--..-.--...- 7, 302 5, 500 5, 500 
07 Other contractual services. --.....-....--<.000--6,2-+--n- 26, 457 9, 000 9, 000 
250, 87. 196, 021 196, 021 
Total direct obligations....................--..--------- 2, 456, 193 2, 500, 000 2, 500, 000 
Obligations Payable Out of Reimbursements From Other Accounts 
Obligations 2, 456, 193 2, 610, 400 2, 621, 440 
Analysis of expenditures 
1953 actual | 1954 estimate | 1955 estimate 
Unliquidated obligations, start of year. _ $302, 847 $365, 268 $365, 268 
Obligations incurred during the year_..............-.---.----- 2, 456, 193 2, 610, 400 2, 621, 440 
Dotan 2, 759, 040 2, 975, 668 2, 986, 708 
Adjustment in obligations of prior years Dy th 
Unliquidated obligations, end of year._..........-.....--- 365, 268 365, 268 365, 268 
I caicachconestskbtesestheabbbasasosaxe 2, 387, 573 2, 500, 000 2, 500, 000 
Expenditures are distributed as follows: 
Out of current authorizations- } 2, 387, 573 { 2, 134, 732 2, 134, 732 
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SUMMARY JUSTIFICATION DATA 
Mr. Stemrnski. Without objection, there will be inserted in the 
record at this point pages 316 through 330. 
(The justifications referred to are as follows:) 


Analysis of appropriation base for fiscal year 1955 


Regular appropriation, 1954 act--_--.......---.---------------- $2, 500, 000 
Supplemental appropriation for 


Appropriation eatimate for 1055... 2, 500, 000 


Increase or decrease from total appropriation, 1954__....... -....--_-- 


Comparison of appropriation base with appropriation estimate for 1955 


Appropriation base | Appropriation esti- Increase or 
for 1955 mate for 1955 decrease 


Activity 
Average Average Average 
posi- Amount posi- Amount posi- Amount 
tions 


Reserve training program: 
2. Indirect expense 131.4 734, 549 


Total appropriation, 1954, and ap- 


GENERAL STATEMENT 


The Coast Guard is required to maintain and train a reserve component, the 
mission of which is to augment the regular service in carrying out its increased 
assigned responsibilities in time of war or national emergency. These increased 
responsibilities do not duplicate those of any other service. The major fields in 
which Reserve forces must immediately augment Regular forces at a time of 
mobilization are those of port security, the manning of vessels, and aviation. 
Therefore, the Reserve training program carries out training in organized units 
and individual training in these three fields. Personnel receive the type of train- 
ing in these fields which will immediately enable them to fill operational billets 
in their specialty. 

The budget program for the three major fields of training in 1955 is based upon 
the same level of training as in 1954. 

The numbers receiving training for fiscal years 1951, 1952, 1953, 1954, and 
1955 are shown by district’ in the following table compared with’ immediate 
mobilization requirements: 


i District 1951 | 1952 | 1953 | 1954 | 1955 | Program 

205} 378| 421| 421| 2,000 

144| 352 393 900 
736| 877| 877| 2900 
264| 375| 484| 484| 1,000 
225| 240| 336| 375 800 
200 396} 442| 442 700 
; 50| 65| 65 50 
17| 58| 6 50 
3,051 | 3,781 | 4,960 | 5,534| 5,534 | 15, 000 


| 
| 
| | 2500, 000 
| 

| 
| 2.5000 | | 260,000 

) 
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Summary comparison of trainees by train: , fiscal years 1951, 1952, 1958, 
1954, and 19565 
Esti- | Esti- 
Actual | Actual | Actual 
at 
Program 1951 |" 1962 | 1953 | | mate 

Category A: 

Vessel augmentation 


Aviation trainin, 


B Voluntary training 
y 


Summary comparison of 1954 and 1955, Reserve training program 


1954 1955 
Training program 
Number Number 
trainees | ©°St | trainees | Cost 
Direct expense: 
Category A: 
Port security: 
4, 277 $861, 291 4, 277 $861, 201 
15 days’ active duty for training.......__._____- 3, 256 368, 764 3, 256 368, 764 
Subtotal, port security... 3,400, O68 1, 230, 055 
Vessel au; ntation: 
15 days’ active duty for training. ..._._.._____.. 848 149, 467 4S 149, 467 
Subtotal, vessel 386, 515 |........-- 386, 515 
Aviation training: 
15 days’ active duty for training... 40 12, 444 40 12, 444 
Selective service liaison: 
15 days’ active duty for training.__...._.....__. 12 3, 972 12 3,972 
Subtotal, selective service liaison.___.........|.......... 12, 500 |.........- 12, 509 
48 drills os 5,208 | 1, 132, 781 208 1, 132, 781 
15 days’ active duty for training... 4,186 534, 647 634, 647 
Category B: 15 days’ active duty for training. ._..___. 175 56, 979 175 56, 979 
D: 15 days’ active duty for training. .._...._. 151 41, 044 151 41,044 
Total direct expemse...................---.----------- 5, 534 | 1, 765, 451 5, 534 1, 765, 451 
734, 540 734, 540 
Total appropriation or estimate Reserve training -___- 5, 534 | 2, 500, 000 5, 534 2, 500, 000 


LANGUAGE CHANGES 


The changes in language are prepaid to bring up to date the language included 
in the proviso so as to make it applicable to the appropriation for fiscal year 1955. 


Selective service 10 ll 12 12 12 
2,870 | 3,501] 4,570} 5,208| 5,208 
181 280 145 175 175 

3,051 | 3,781 | 4,960 | 5,534 | 5,534 
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Analysis of appropriation base 


Direct Indirect 
expense expense Total 
$1, 765, 451 $734, 549 $2, 500, 000 
Reductions: None. 
Additions: None. 
Appropriation base for 1986... .......................... 1, 765, 451 734, 549 2, 500, 000 


DETAILED EXPLANATION OF ESTIMATE 


1. Direct expense 


The 1955 program is designed to provide a course of training for 5,534 trainees, 
and represents a continuation of the 1954 training program at the same level. 

In carrying out this training the Coast Guard, in conformance with the Armed 
Forces Reserve Act of 1952, has established training categories as follows: 
Training category A—48 drills and 15 days active duty for training 
Training category B—24 drills and 15 days active duty for training 
Training category D—0 drills and 15 days active duty for training. 

There follows a table showing in detail the types of training to be conducted 
under each of the above categories: 


1955 base compared with 1955 estimate 


base estimate 
lor 1955 or 1955 
Program ype 0! 
training 
umber umber 
of trainees) trainees! Potal cost 
Category A: 
Port security 
Drill 148 4,277 | $839, 151 4,277 | $839, 151 
Active duty training: 
Active duty pay and allowances________- 715 3,256 | 205, 091 3, 256 205, 091 
Subsistence of enlisted 66, 519 
Uniform issues in kind to enlisted -........_.}-....-.---|.--....-- 22, 140 |_........- 22, 140 
4, 277 |1, 230, 055 4,277 | 1, 230, 055 
Vessel augmentation: 
148 879 | 233,448 879 233, 448 
Active duty training: 
Active duty pay and allowances________- 215 848 68, 855 848 68, 855 
Subsistence of enlisted trainees. 15, 647 
Uniform issues in kind to enlisted 8, 600 
Total vessel 879 | 386, 515 879 386, 515 
Aviation: Drill training. ..-_...............-._.- 148 40 25, 725 40 25, 
Active duty training: 
Active duty pay and allowances_._..__.__ 215 40 10, 042 40 10, 042 
Subsistence of enlisted 212 
40 12, 444 40 12, 444 
Uniform issued in kind to 180 
40 | 38,349 40 | 38,349 


See footnotes at end of table, p. 534. 
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1955 base compared with 1955 estimate—Continued 


Appropriation base| Budget estimate 
a for 1955 for 1955 
ype 
Program training | 
Category A—Continued 
lective Service: 
148 12 $8, 537 12 $8, 537 
Active duty training: 3 
Active duty pay and allowances____-_-_- 215 12 3, 672 12 3,672 
12 3, 972 12 3, 972 
Total Selective Service liaison. .._..-_- 12 12, 509 12 12, 509 
Total category 5,208 1,667,428 | 5,208 | 1, 667, 428 
Category B: 
Active duty training: 
Active duty pay and allowances___........-- 715 175 43.825 175 43. 825 
Subsistence of enlisted trainees. 529 
Supplies and equipment... 3,000 |......-.-- 3, 000 
175 | 56.979 175 | 56,979 
Category D: 
Active duty training: 
Active duty pay and allowances__.___..._._- 215 151 32, 205 151 32. 295 
151 | 41,044 151 | 41, 044 
Total 5, 534 |1, 765, 451 5, 534 1, 765, 451 


1 Drills. 
2 Days active duty. 


Category A 

Port security.—The port security training program is designed to train personnel 
to enable the Coast Guard to carry out its expanded wartime duties in this field. 
During the 1954 fiscal- year an average number of 4,277 trainees will receive 
training in this field and the same number will be trained in 1955. 

Vessel augmentation.—This program trains personnel in duties afloat to provide 
for the required increase of trained officers and men on vessels at the time of 
mobilization. During the 1954 fiscal vear an average of 879 trainees will receive 
training in this field and the same number will be trained in 1955. 

Aviation training —This program trains aviation flight and ground support 
personnel to provide for the required increase of trained officers and men for search 
and rescue work, inshore and offshore patrols and air patrols for meteorological 
and ice observation. An average number of 40 trainees will receive training in 
this field during 1954 and the same number will be trained in 1955. 

Selective service liaison.—This program provides training to selected officers 
who in time of war or national emergency will represent the Coast Guard in its 
dealings with the selective service systems in the several States. Twelve liaison 
officers are required and will receive training in this field in 1954 and 1955. 
Category B 

Volunteer training—This program provides nonpay drill training and paid 
active duty for training for personnel in volunteer training units who are unable 
to affiliate with the organized training program, but whose specialities are essential 
to the Coast Guard at the time of mobilization. This program permits the estab- 
lishment of a pool of highly trained specialists whose services are immediately 
available. During the 1954 fiscal year 175 trainees will receive training under 
this program and the same number will be trained in 1955. 
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Category D 

Specialist training.—This training program provides training tor two types of 
reservists; (1) members of the Ready Reserve who, under law, wish to discharge 
their obligatory service in the Ready Reserve and transfer to the Standby Reserve, 
but who are unable to receive training under categories A or B; and (2) members 
of the Standby Reserve, with professional qualifications valuable to the Coast 
Guard on mobilization, who, because of circumstances beyond their control, cannot 
be associated for training with any of the training activities under category A 
or B. During the 1954 fiscal year 151 trainees will receive training under this 
category and the same number will be trained in 1955. 


2. Indirect expense 
Appropriation base for 1955 $734, 549 
Budget estimate for 1955 734, 549 
Increase over base 


Indirect expenses of the Reserve program include the pay and allowances of 
the Reserve Division at headquarters and the field Reserve organization at district 
offices. These expenses also include salaries of civilian employees, administra- 
tive travel, transportation of dependents and household effects of administrative 
personnel, and other administrative expenses in connection with the Reserve 

rogram. 

r Administration of the Reserve program, including establishment of training 
guides, standards for procurement of Reserve officers and enlisted personnel, 
development of training programs, and maintenance of personnel records, is 
centered in the Reserve Division under the Office of the Chief of Personnel at 
Coast Guard Headquarters. 


1955 base compared with 1955 budget estimate 


1955 appropria- | 1955 budget esti- 
tion base mate 


Num- 


ber | amount 


| 
} 
| 
| 
| 


PERSONAL SERVICES 


Military personnel: 
Commissioned officers: 
Pay and allowances 51.0 | $362, 654 
Deduct estimated lapse —3.1 23, 714 


Net commissioned officers 47.9 338, 940 
Enlisted men: 
Pay and allowances 
Deduct estimated lapse 


Net enlisted men 62.3 244, 869 


Total, military personnel 


CIVILIAN PERSONNEL 


Total, civilian personnel 


Total personal services 
Travel, military personnel 
Transportation of things 
Communication services 
Rents and utilities 
Printing and reproduction 
Other contractual services 
Supplies and materials 
Equipment 
Taxes and assessments 


t 

Increase 

of esti- 

over 

Num- Total | Z| Total base— 

ber cost 
} 23,716 
| 47.9 | 338,940 
05.0 | 269,08 |. 
| | 244,800) 
110.2 | 583,800 | 110.2} 583,800 

| 74, 234 23.0 | 75, 529 $1, 295 
Deduct estimated 5,744 | —1.8 | 7,039 1, 295 
734,660 |........| 560 |.........- 


Analysis of direct and indirect obligations by activity 


Appropriation estimates, 1955 


Activity 
Direct Indirect Total 
cbligations | obligations | obligations 
Reservetraipiag $1, 766, 451 640 $2,"500;'000 
Standard classification schedule 
Increase (+) or 
1985 estimate 
A ia- Approp 
Aporeprie- tion over— 
estimate, estimate, 
1954 1955 Esti- 
ese. | mate, 
1954 
of permanent positions 
Average number of all employees 
Civilian (permanent) .. 21.2 21.2 21.2 0 0 
ee 131.4 131.4 131.4 0 0 
A and 
General schedule grades 
$3, 215 $3, 271 $3, 271 0 +56 
000 3. 3. 3. 0 0 
OBJECT CLASSIFICATION 
— services: Trainees, drill, anki active duty 
$1, 379, 041 | $1,379,041 | $1,379, 041 0 0 
ilitary, 583, 809 583, 583, 809 0 0 
= 
yar pay excess of 52 0 +5 
Total civilian, departmental 490 68, 490 68, 490 0 0 
Total mal services... ......... -| $2,031,340 | $2,031,340 | $2,031, 340 0 0 
217, 588 217, 530 ‘217, 539 0 0 
4, 600 4, 600 4, 600 0 0 
Communication services 5, 000 5, 000 5, 000 0 0 
Rents and utility services 9, 500 9, 500 9, 500 0 0 
Printing and reproduction................-.....-.. 8, 000 8, 000 8, 000 0 0 
Other contractual services....__.....__.._.....-... 9, 000 9, 000 9, 000 0 0 
197, 021 197, 021 197, 021 0 0 
17, 500 17, 500 17, 500 0 0 
and 500 500 500 0 0 
Total appropriation or estimate..._._.._____- 2, 500,000 | 2, 500,000 | 2, 500, 000 0 0 
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Summary comparison of Reserve personnel, U. S. Coast Guard 


1953 actual 1954 estimate 1955 estimate 


verage verage verage 
number | ©%St | number | ©St | number 


Military (administrative): 
Commissioned officers $283, 47.9 | $338,940 
Enlisted men t 62.3 | 244, 869 


| 
RESERVE TRAINING | 


Subtotal, military 110.2 | 583, 809 
Civilian (administrative): Departmental 
salaried 21.2 68, 490 


T 


rainees: 
Commissioned officers 557, 037 913 | 453, 026 
Enlisted men 775,129 | 4,621 | 926,015 


1, 332, 166 | 5, 534 |1, 379, 041 | 


1, 870, 162 


Mr. Sreminski. The smaller the Regular component of the Coast 
Guard becomes the more important is the Reserve training program. 
I note there is no change in the request herein presented from the 
appropriation for the current fiscal year. Will you discuss this pro- 
gram and its purposes rather fully with the committee? 

Admiral Ricumonp. As I already indicated, the Reserve program 
is to provide trained personnel for an all-out emergency. 

Mr. Sreminski. In the present layoff, are you laying off your 
Reserve officers in regard to their sea ability? 

Admiral Ricumonp. We are laying them off entirely, or practically 
entirely, because that is the only way we can get down to strength. 

Mr. Stemrnski. Do you have any language changes that you wish 
to discuss with the committee? 

Admiral Ricumonp. No. 


Tora, AND Miuitary PersoNNeL INFORMATION 


Mr. Steminskr. Will you please insert at this point in the record 
tables showing complete personnel information in regards to both 
civilian and military? 

Admiral RicumMonp. Yes, sir. 

(The information referred to is as follows:) 


4 Cost 

x 

47.9 | $338, 940 
62.3 | 244, 869 
é 110.2 | 583, 809 
a 68,490 
1 

| 913. | 453, 026 
| 4,621 | 928, 015 
Subtotal, 4,060 534 | 1,379,001 
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AMOUNT REQUESTED OF BUREAU OF THE BUDGET 


Mr. Sreminski. What was your request to the Bureau of the 
Budget and how much less does your request here represent than 
you originally asked for? 

Admiral Ricumonp. The dollar figure was $226,649,000, but the 
basis was, of course, quite different than this present plan that we 
have before us. 

Mr. Sreminski. What is the difference between what you originally 
asked for, filled with enthusiasm for doing a good job, and what you 
came out with? 

Admiral Ricumonp. Approximately $45 million, 

Mr. Sreminski. Not bad. Thank you, sir. 

Mr. Canrretp. Admiral, do you have in mind any other matter 
you think you ought to discuss with the committee at this time 
before we close the hearing? 


SUPPLEMENTARY ESTIMATE FOR ARCTIC LORAN STATIONS 


Admiral RicumMonp. The committee has before it a supplemental 
request, and you are familiar with the subject matter, which is for 
Arctic loran stations. It is very urgent that a decision be made on 
that because of the nature of construction in the Arctic. Unless a 
decision is made and the authorization given the program cannot 
proceed this summer, and that would have the effect not only of 
setting the whole program back at least a year, but it might jeopardize 
the investment that has been put in it. 

Mr. Sreminskt. Off the record. 

(Discussion off the record.) 

Admiral Ricumonp. | have it in writing that January 15 was the 
deadline. Unofficially I am inclined to believe we still have a few 
days. 

Mr. Canrietp. We plan to go into that matter very promptly, 
Admiral. 


UNITED STATES COAST GUARD YARD IN BALTIMORE 


Mr. CanFIELD. Before we leave, I hold in my hand a letter which 
I shall read. It is addressed to the Honorable John Taber, chairman, 
House Appropriations Committee, House of Representatives from 
the Honorable Frank Small, Jr., a Member of the House of Repre- 
sentatives, dated December 9, 1953. It reads: 


Dear Mr. Taser: Information has come to my office indicating that there 
may be an excessively large proportion of budgeted funds spent for overhead in 
the United States Coast Guard yard in Baltimore, with specific reference to 
supervisory personnel. 

A letter which I received from Rear Adm. A. C. Richmond, United States Coast 
Guard, under date of November 20, 1953, states that as of October 31, 1953, there 
were 1,105 wageboard employees at the above-named yard, of whom 117 were 
classified as supervisory. However, information supplied to me from other sources 
indicates that there may be as many as 535 supervisory personnel and 756 pro- 
ductive employees, for a grand total of 1,291 as of November 24, 1953. 

I cannot definitely verify the authenticity of the latter report mentioned above, 
nor can I reconcile the discrepancy in information. 

In view of the foregoing and consistent with your desire to know that budgeted | 
funds are spent properly, I should like to suggest that a study be made to ascer- 
tain the portion being spent for supervision as compared with productive em- 
ployees at the Coast Guard yard in Baltimore. 
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Admiral, what do you have to say about this situation? 
Admiral Ricumonp. The answer to that is that the overhead of the 
yard is not excessive in our opinion. I think if you will look at the 
Cresap, McCormick, Paget study, you will see it compares favorably 
with other yards. We have heard from Mr. Small, who indicated he 
had been told we have a large proportion of supervisory personnel. 
I think he is confusing overhead personnel with direct workers. 
Actually, our figures of supervisory personnel in comparison to direct 
workers are about 100 to 1,100, and we so advised Mr. Small. We 
ve him the figures as of October 31 and since that time even those 
gures have decreased some. 

Captain Esxrinar. I think there is confusion between supervisory 
personnel and overhead personnel because both terms are used in 
that letter. As of November 27 we broke that down to show we 
actually had 394 civilian personnel who were in an overhead status, 
compared to 903 personnel directly charged to the job. 

Mr. Canrievp. Off the record. 

(Discussion off the record.) 

Mr. Canrievp. He says in his letter, Admiral, that you wrote him 
under date of November 20, 1958, stating that as of October 31, 1953, 
there were 1,105 wage board employees at the yard in Baltimore, of 
whom 117 were classified as supervisory. 

Admiral Ricumonp. That is correct. 

Mr. He says: 

However, information supplied to me from other sources indicates that there 
may be as many as 535 supervisory personnel and 756 productive employees. 

Admiral RicumMonp. What we think—we can only speculate because 
the figures are so fantastic—somebody has given him those people 
who are in effect charged as sateclahel For instance, the sweepers 
ov ie as overhead. They are confusing supervisory and over- 

ead. 

Mr. CanrFiEevp. Off the record. 

(Discussion off the record.) 

Admiral Ricuvonp. I think the answer is that there are not 700 
supervisory people there. The question came to us that we had a 
large number of supervisory personnel. The answer is we have as of 
today 104. 

Mr. CanrFietp. As of today it is 104, which is 13 less than on 
October 31 last? 

Admiral Ricumonp. Yes. 

Mr. Gary. Could you give us a breakdown for the record as far 
as the personnel at the Baltimore yard is concerned? 

Admiral Ricumonp. Yes. 

(The information requested is as follows:) 
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Breakdown of Coast Guard yard civilian personnel as of Nov. 27, 


Wage board | Classified 


Direct labor (shops) 
Overh 
Industrial manager’s office 
, Production department (sweepers, tool room ete.) . 
Planning department 


dep artment ... 
Industrial rela 


Supervisors were distributed as follows: 


Direct labor (shops) 
Overhead : 
Planning department 
Supply department 
Publie works 


Mr. CanrieLp. Admiral O’Neill and Admiral Richmond, thank 
you very much for your fine presentations. We of this committee 
do not have to tell you of our pride in the Coast Guard and its record, 
and again we compliment you and wish you well. 

Admiral O’Nettut. Thank you very much. 

Mr. Gary. Mr. Chairman, I want to state, from the Democratic 
side, that we have the utmost confidence in the Coast Guard manage- 
ment. I think it is the best it has been since I have been here and I 
think if we could get some of the other services to operate as economi- 
cally as the Coast Guard we would save a lot of money. 

Mr. CanFretp. Well said, Mr. Ga 

Admiral We appreciate ¢ that 


1953 
A | 885 18 903 
0 5 5 
] | 42 17 59 
12 15 27 
Administration department 0 5 5 
Supply department 24 68 92 
1 15 16 
1, 104 | 193 | 1, 297 
1 
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Monpay, Fresrvary 1, 1954. 
INTERNAL REVENUE SERVICE 


WITNESSES 


T. COLEMAN ANDREWS, COMMISSIONER 
0. GORDON DELK, DEPUTY COMMISSIONER 
J. N. McCOLLUM, CHIEF, BUDGET BRANCH, FISCAL MANAGEMENT 


DIVISION 


DANIEL A. TAYLOR, CHIEF COUNSEL 


SALARIES AND EXPENSES 


Amounts available for obligation 


1953 actual | 1954 estimate | 1955 estimate 
$270, 000, 000 | $266, 000,000 | $266, 000, 000 
bursement from non-Federal sources._.._..........-.---- 41, 334 24, 500 24, 500 
Total available for obligation... ..........-..--.--..---- 270, 041, 334 | 266,024, 500 266, 024, 500 
Unobligated balance, estimated —1, 409, 194 
Obligations incurred. -| 268,632,140 | 266,024, 500 266, 024, 5 500 
Nore. setae from non-Federal sources above are from the proceeds of sale of personal prop- 
erty (40 U. S. C. 481 (e)). 
Obligations by activities 
Description 1953 actual | 1954 estimate | 1955 estimate 
Direct Obligations 
1. Rulings, technical planning, and special technical services.| $3, 724, 406 $3, 867, 775 $3, 817, 240 
2. Processing and revenue accounting___.............-------. 69, 683, 134 70, 876, 980 73, 770, 162 
3. Audit of tax returns and collection of delinquent aceounts..| 140, 657,616 | 139, 226, 320 133, 591, 128 
4. Tax fraud and special investigations... .............-.-.--- 0, 438, 251 11, 211, 582 11, 120, 967 
5. Alcohol and tobacco tax regulatory work_.....-........--- 22, 523, 664 21, 527, 704 21, 487, 154 
6. Taxpayer conferences and appeals.............-..----.----- 7, 448, 429 628, 8, 540, 900 
6, 056, 261 6, 107, 625 6, 013, 840 
3, 521, 214 3, 794, 380 3, 638, 950 
1, 651, 374 1, 633, 235 1, 555, 735 
, 886, 2, 725, 740 2 463, 924 
Deduct obligations which are included in a supplemental pro- 
posed for later transmission (reflected at the end of this 
268, 590,806 | 266, 000, 000 266, 000, 000 
Obligations Payable Out of Reimbursements From non- 
Federal Sources 
2. Processing and revenue accounting. 1,813 2, 000 2,000 
5. Alcohol and tobacco tax regulatory work-.............-.--- 39, 521 22, 500 22, 500 
Total obligations payable out of reimbursements from 
non-Federal 41, 334 24, 500 24, 500 
Obligations incurred. -| 268,632,140 | 266, 024, 500 266, 024, 500 
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Obligations by objects 


Object classification 1953 actual 1954 estimate | 1955 estimate 
Total number of permanent positions... 55, 53, 366 53, 331 
Full-time equivalent of all other positions_________. .._____.__- 696 774 774 
Average number of all employees... 54, 596 | 53, 500 | 53, 465 
Average salaries and grades: 
General schedule grades: 
$4, 494 $4, 570 $4,611 
Direct Obligations 
01 Personal services: 
$240, 614,036 | $238, 369,625 | $236, 278, 613 
a en 1, 976, 881 2, 200, 000 2, 200, 000 
Regular pay in excess of 52-week base__......_______. 916, 725 915, 500 915, 500 
Payment above basic rates... 374, 519 395, 250 395, 250 
Total personal services..............- 243,882. 161 | 241,880,375 | 239, 789, 363 
ans i 6. 127, 974 5, 774, 000 | 6, 274, 000 
ee 1, 317, 630 1, 105, 300 1, 105, 300 
04 Communications services. ..................-.-.....--.- 1, 778, 713 4, 997, 645 5, 368, 657 
05 Rents and utility services.........._..________ be ard 3, 084, 214 3, 507, 680 1, 107, 680 
06 Printing and reproduction | 6,124,366 6, 200, 000 6, 200, 000 
07 Other contractual services... .....-.:.......-.-.-.......-..] 1, 685, 466 1, 989, 500 1, 989, 500 
08 Supplies and materials...........____. ousiGededumeits 2, 358, 375 | 2, 291, 200 2, 291, 200 
13. Refunds, awards, and indemnities: } 
15 Taxes and assessments... 275, 455 | 200, 000 | 200, 000 
Deduct obligations which are included in a supplemental | | 
proposed for later transmission (reflected at the end of this 
Total direct obligations. __________. 268, 590,806 | 266, 000, 000 266, 000, 000 
Obligations Payable Out of Reimbursements | | 
41,334 | 24, 500 | 24, 500 
Obligations incurred... 268, 632, 140 266, 024, 500 | 266, 024, 500 
! 
Analysis of expenditures 
1953 actual | 1954 estimate | 1955 estimate 
Unliquidated obligations, start of year_....____- $20, 693,623 | $20, 128, 822 $11, 930, 000 
Obligations ineurred during the year___.___. 268, 632,140 | 266, 024, 500 266, 024, 500 
289, 325,763 | 286, 153, 322 277, 954, 500 
Deduct: 
Adjustment in obligations of prior years______- 77, 770 
Reim 41,334 24, 500 24, 500 
Unliquidated obligations, end of year. 20, 128, 822 11, 980, 000 13, 753, 207 


ere: | 260,077,837 | 274, 198, 822 264, 176, 793 


Expenditures are distributed as follows: 
Out of current authorizations. 


248, 665,984 254, 270, 000 252, 446, 793 
Out of prior authorizations..................__.. 


20, 411,853 | 19, 928, 822 11, 730, 000 
| 


Mr. Canrietp. The committee will now come to order. 

We are glad to have you with us today, Commissioner T. Coleman 
Andrews of the Internal Revenue Service, and his staff. They are 
here for the presentation of the budget request in behalf of his Service. 

Commissioner Andrews, you have a general statement prepared to 
make at this time? 

Mr. Anprews. Yes, sir. 

Mr. Canrretp. Will you be good enough to proceed ? 
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GENERAL STATEMENT 


Mr. Anprews. Mr. Chairman, when I appeared before you last 
March in connection with our 1954 estimates, I had been Commissioner 
for less than 2 months. I explained to you that the 1954 estimates were 
worked out before I took office and accordingly I was in no position to 
defend the detailed items. Instead I wanted to tell you how I intended 
to go about the job of administering the tax laws. You were good 
enough to let me do that. 

Today I am in position to explain our estimates. I shall also indi- 
cate to you just how bad the situation was that we inherited, what we 
have been doing about it, and what further action we propose to take 
in order to regain for the Internal Revenue Service its former useful- 
ness and prestige. It having become popular with some detractors of 
the present administration to begin to attempt to connect this admin- 
istration with some of the sins of the past, I want to emphasize at the 
outset that the story you will hear in this statement about the sad 
plight of the Revenue Service will be the story of the plight in which 
we found the Service when we took over. 

T do not mean to say that we have not made some mistakes, because 
I suppose we have, though I am confident that we have not made any 
serious ones. T am equally confident that we have not added to the 
mess that we inherited. 

Also, I do not wish to give you the impression that you will hear only 
about unhappy things, because I can assure you that we sincerely feel 
that the Service’s drift toward complete deterioration and ultimate 
uselessness has been reversed and that it is now on the way back. But 
I would say as a word of caution that as the disease was long in devel- 
oping the cure cannot be expected to be effected overnight. 

During the 10 months which have elapsed since the hearings last 
March, T have personally gone into all of our regional offices and 32 
of our district offices located in each of the regions throughout the 
country. T have talked directly to approximately 20,000 of our 51,000 
employees. I have talked before and conferred with practically every 
type of organization in all parts of the country having either an aca- 
demic or a professional or a taxpayer's interest in tax administration. 

From this grassroots experience and study, I have been forced to 
certain definite conclusions. They are— 

One, there seems to have been a failure over the years to provide 
adequately and realistically for the job of tax administration, 

Two, the responsibilities added to the Revenue Service since the 
early forties have outrun by far the funds needed to discharge them, 
resulting in a gradual squeeze which has defied all efforts to get current. 
and brought much discouragement in its wake. 

Three, the Revenue Service has suffered many years of improper 
organization and management of the type below that required to cope 
with its manifold and complex duties. 

Four, a combination of improper organization. management. below 
that required, and the squeeze process has been reflected over the years 
in inadequate manpower; inefficient use of available manpower: low 
morale with consequent progressive loss of personnel, particularly 
those most valuable to the Service; lack of adequate taxpayer service : 
inadequate protection of the taxpayer against unethical officials and 


employees; unduly large backlogs; serious underenforcement of the 
tax laws; and the unrecoverable loss of perhaps billions, but certainly 
hundreds of millions, of dollars in revenue. 

Not all of these conclusions are new. As far back as January 27, 
1948, the Advisory Group of the Joint Committee on Internal Revenue 
‘Taxation in the opening paragraph of its report said: 

Your Committee on the Administration of the Internal Revenue presents a 
report which finds that the enforcement activities of the Bureau of Internal 
Reyenue are inadequate to cope with the responsibility of equitable tax admin- 
istration. The enforcement staff is too small; it is in part underpaid, in part 
undertrained, and in part ineffectively directed. 

A report in a somewhat similar vein was made by the investigative 
staff of your committee under date of February 3, 1948. 

What happened as a result of these constructively critical reports ? 
According to the record these reports stung deeply and many pro- 
gressive steps were taken as a result. Let me give you the record. 

During the fiscal year 1948, the year of these reports, the man- 
years of employment aggregated 50,401. By 1953 the aggregate man- 
years had been brought up to 54,305. Appropriations rose from $188 
million in 1948 to $270 million for 1953. There was much increased 
activity within the Department by way of stepped-up management im- 
provements ; employment of management engineers; establishment of 
the Wiggins committee: and the adoption by the Congress of Re- 
organization Plan No. 1 of 1952. 

These things were all to the good, but despite the plain language 
of the reports to which I referred, there still appeared to be an in- 
adequate comprehension of the size and complexity of the job to be 
done, for the steps taken were not enough. 

Between the 1948 and 1953 fiscal years, collections were destined to 
increase from $40.5 billion to $69.7 billion; the number of upper- 
bracket individual returns of $10,000 and over to increase by 50 per- 
cent; the number of corporation income-tax returns to increase by 24 
percent ; and national income to increase by $75 billion. 

Moreover, the social-security taxes were extended to cover domes- 
tics involving. close to 600,000 additional returns filed by housewives 
each quarter. Also covered for the first time was agricultural labor 
and the self-employed. In addition, the much litigated wagering tax 
was assigned to the Revenue Service for enforcement. 

Despite all of these increases and despite all of the increased im- 
provements and appropriations, the man-years of employment in the 
Revenue Service during: 1955 still lacked 3,721 of reaching the 1947 
level. 

As for revenue agents and collection officers, who comprise the 
heart of our enforcement arm, the man-years available during 1953 
were only 18,405 as compared with 19,935 for 1947. ; 

Against this background I was not surprised to find the Revenue 
Service in need of revitalization. But frankly, I have been surprised 
and greatly distributed by the extent of this need which I have learned 
since my appearance before you last March. 

By way of illustration, the reorganization approved by the Con- 
gress on March 14, 1952, was little more than a paper reorganization 
by March of 1953. 
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The lack of definite action in implementing the reorganization 
created many uncertainties among our people, morale was at a very 
low ebb and production was adversely affected. 4 

There was an unduly high concentration of tax investigations on 
returns filed 4 or more years ago, and the backlog was steadily getting 
worse. 

Past-due tax accounts which have reached warrant stage are close 
to $1 billion, which is an all-time high. 

More than $1.5 billion in proposed tax adjustments were in the 
pte ome pipelines with conferences on the average of 24 months in 
the future. 

The number of tax examinations as well as added assessments were 
dropping below the level of past years. 

The mechanism for the discovery of persons who had failed to file 
tax returns was ineffective. 

Civil-service registers from which to recruit revenue agents had 
been allowed to become obsolete, with no efforts being made to estab- 
lish new registers. 

Personnel policies in respect to lining up replacements for a fast- 
aging supervisory and technical force were practically nonexistent. 

Managerial know-how and activity were below the required levels. 

I am well aware of the fact that my predecessors were constantly 
faced with many well-nigh impossible tasks stemming from the pre- 
cipitously expanded wartime tax structure. Because of this, I am 
not too surprised that the job of tax administration was underesti- 
mated from the standpoint of logistics. But the Nation cannot afford 
perpetuation of that mistake. 

T described to you last March the policy approach which I proposed 
to take in respect to setting our house in order. My actions since that 
date have all been in line with those objectives. I want to tell you 
about those actions. 


TAX ADMINISTRATION POLICIES 


Top priority was given to clearing the atmosphere in the matter of 
Revenue Service and taxpayer relationship. We are all one ple 
and each must work together with all others. All irritants had to be 
— out and we had to earn the confidence and respect of each 
other. 

We have done this by giving the taxpayers a better insight into 
our rulings; by revoking inequitable rules and practices ; and by listen- 
ing to and profiting from suggestions and criticisms which have come 
tous. Let me give you some examples. 


PUBLICATION OF REGULATIONS 


Regulations 118 were published in the Federal Register on Septem- 
ber 26, 1953. This is the first complete revision of the income-tax 
regulations since 1943. An important feature of these lations is 
that it reflected the style and format of the Federal Register. This 
will give the regulations greater effectiveness in use by making it easier 
to keep them current and by coordinating them with the Code of Fed- 
eral Regulations. 
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A complete revision has also been made of the rules relating to col- 
lection of income tax at source of wages and was published in the Fed- 
eral Register of October 10, 1953, in the form of proposed regula- 
tions 120. 

By Revenue ruling 212 Peer in September, we expanded our 
program of publication of rulings in furtherance of our efforts to 
make more practical the actual compliance with official interpretations 
and in order to end the business of issuing secret rulings. 

By Revenue ruling 33 issued last March we codified various and 
numerous individually issued releases in regard to rules for qualifi- 
cation of stock bonus, pension, profit-sharing, and annuity plans, 
which facilitated the application of the rules. 


REVOCATION OF INEQUITABLE AND IRRITATING RULES AND PRACTICES 


Revenue ruling 90 dated May 25, 1953, eliminated much of the 
harassment of taxpayers under previous audit policies regarding de- 
preciation deductions and has reduced controversies in this field. 

Under date of October 9, 1953, a policy statement embraced in Rev- 
enue ruling 266 was issued which was designed to facilitate the settle- 
ment of protested cases by limiting the issues to be considered by the 
Appellate Division to those not previously agreed between the revenue 
agent and the taxpayer. Previously, if agreement was not reached 
at the conferee level, all the stops were pulled out at the appellate 
level, regardless of agreements previously reached. 

During August, Revenue ruling 162 was issued permitting certain 
classes of taxpayers to effect changes in accounting periods without 
the formality of prior approval. 

Last February Revenue ruling 22 eliminated many of the costly and 
annoying formalities formerly required of taxpayers and their attor- 
neys in making requests for extensions of time to file returns. 

These actions illustrate the policy of eliminating bureaucratic red- 
tape in tax administration in an effort to achieve efficiency and gain 
the confidence and respect of the taxpaying public. 

In this work I have sought and obtained the active cooperation of 
an advisory committee, made up of outstanding members of the bar, 
the American Institute of Accountants and the Tax Executives Insti- 
tute. These men have been generous in the contribution of their time 
and efforts. They have served without reimbursement for their ex- 
penses as well as without compensation. 

It is not enough to have a policy of better Revenue Service-taxpayer 
understanding. Something concrete also must be done to implement 
that policy. True, we have rewritten the rules, published them more 
widely, and had the advantage of a formal consulting group, but are 
our people and the taxpayers conscious of this new attitude / 

I have personally undertaken the task of informing our people who 
come in daily contact with the taxpayers and their representatives 
and all taxpayer groups with which I have had an opportunity to 
meet. I have spared no effort in getting this message across. I have 
done this personally by face-to-face discussion in order that all may 
catch the spirit of what we are trying to do. 

We want every revenue employee to be trusted and respected by 
the taxpayers, and we want every taxpayer to know that every em- 
ployee is there to help the taxpayer determine his correct tax. We 
propose to see that this result is attained. 


547 


REORGANIZATION 


Following the actions undertaken to create an atmosphere of mutual 
confidence and respect as between the Revenue Service and the tax- 
payer, our next order of business was to check the adequacy of the 
organizational structure given us by Reorganization Plan No. 1 of 
1952. 

Tn March I told you that we were reviewing the organizational struc- 
ture. This study was completed in May and we reached two major 
conclusions : One, that we had too many regional offices; the other, that 
we had too many people in the headquarters office. 

On July 1, 1953, we reduced the number of regional offices from 17 
to 9. During August and September we completed the major phase 
of our reduction-in-force program in the headquarters office. When 
we took over last January, the number of employees on the Washington 

ayroll was 3,897. As of the payroll of January 2, 1954, the number 
haal been reduced to 2,975; a decrease of 922 employees, or nearly 25 
percent. 

A number of other important changes also have been made. These 
include the location of all aleohol and tobacco tax work at the regional! 
level ; the placement in the regional commissioners of greater authority 
over the appellate work; and the transfer of the delinquent accounts 
and returns work from the jurisdiction of the audit division to the 
collection division within each director’s office. 

While the organizational structure itself is sound, there is still much 
work which has to be done before the Internal Revenue Service will 
be operating 100 percent under the reorganized basis. 

Many of our people are not yet physically placed in their new organi- 
zational assignments. Much paperwork from a civil-service stand- 
point has yet to be done by way of checking qualifications, preparing 
and approving new job descriptions, and arriving at appropriate clas- 
sification grades. Much training is also ahead of us in securing the 
most from our people in their new assignments. 

Moreover, one of the biggest jobs which remains to be done is the 
working out of the location and staffing policies as to our various sub- 
offices located in some 1,400 towns and cities removed from the local 
directors’ offices. At the moment, I am inclined to the view that we 
are too widely dispersed. I am disposed to close a substantial number 
of these suboffices and bring the personnel back into the Director's 
office where we can get the benefit of mass operations and closer super- 
vision. This is a matter which is now under intensive study. There 
are many tough problems related to it, but Iam confident that we will 
have it worked out within the next few months. 


PROGRESS OF WORK 


Having launched our new policy approach and our organizational 
studies, I then turned my attention to the progress of our basic work. 

On the favorable side, the record shows that our interpretative work 
is much improved in that we are practically current in the issuance 
of regulations, and the number of ruling requests on hand has gone 
down substantially. The average time elapsing between the date of 
receipt of a request for ruling and the date of reply is now only about 
28 days. 
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Correspondence being received from taxpayers is highly compli- 
mentary as to the new attitudes being displayed by our people in 
respect to rulings, examinations, conferences, and other administra- 
tive policies. ‘This correspondence also indicates that our effort to 
speed up service to the taxpayers all along the line is bearing fruit. 

On the whole the new informal conferences with the agents’ group 
chiefs has been successful in carrying out our policy of settling cases 
without resort to the more expensive and time-consuming Appellate 
Division and Tax Court procedures. 

The backlogs in the Appellate Division as of September 30 showed 
a substantial decrease as compared with a year ago, but these back- 
logs must be reduced further. 

There also has been some decline in the number of cases before the 
Tax Court. 

On the unfavorable side, the record shows: 

1. Increased balances of warrants on hand for collection. 

2. Too long delays in settling cases before the Appellate Division. 

3. An unduly large accumulation of cases under audit relating to 
tax years 1949 and prior. 

4. A decline in the number of tax examinations and in additional 
tax assessments. 

But the downward trends have been slowed down in some areas, 
stopped in others, and turned upward in others. On the whole, we 
think there has been progress. 

I would like to review very briefly the situation in respect to each 
of these items. 

WARRANTS 


Distraint warrants are issued in past-due accounts for the purpose 
of authorizing collection. The number and amount of warrants have 
increased steadily over the past 10 years. As of October 31 the number 
on hand was 1,285,060, involving past due and payable taxes of $951,- 
997,525. ‘These balances are the largest on record and are still increas- 
ing. 

Concentrated attack upon this problem was initiated during the 
fiscal year 1953. As a result the number collected exceeded the prior 
year by 311,000 and the amount by $50 million. But, as indicated 
above, and in spite of these results, this special effort has not yet re- 
versed the upward trend of uncollected warrants and amounts out- 
standing. 

Continued attention has been directed to the warrant problem dur- 
ing the current fiscal year. For the first 4 months, the results exceeded 
those for a similar period during the fiscal year 1953 by 6,687 in num- 
ber and by $2.3 million in amount. 

Despite these efforts, the continued increase in the failure of so 
many people to pay their taxes in a timely manner has resulted in the 
need to issue a larger number of warrants than we have been able 
to handle. 


DELAY IN THE SETTLING OF TAX CASES BEFORE THE APPELLATE DIVISION 


_ At the close of the fiseal year 1953, adjustments proposing addi- 
tional income, profits, estate, and gift tax and penalty of $1.7 billion 
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were pending settlement in the Internal Revenue Service or before the 
Tax Court and the appellate courts. , 

Of the $1.7 billion pending on June 30, 1953, 30,000 cases involving 
$1.4 billion were in the Appellate Division. In terms of dollars, they 
represented at least 2 years’ output of the Division. At present rates 
of performance, assuming no substantial change in the manpower in- 
put for the Appellate Division, little if any progress can be made in 
reducing this dollar backlog despite the obvious need for such action. 
A substantial increase in output cannot be obtained except by in- 
creasing the number of Appellate Division employees. An appro- 
priate increase in the personnel of the Appellate Division will permit 
consideration of these 30,000 cases on an accelerated basis and the 
recoverable tax, probably 45 percent of the contested total, can be 
brought into the at an earlier date. 

On the basis of past settlement performance and estimated future 
input, it is believed that by increasing the present force of 500 tech- 
nical advisors—conferees—to about 700, and by correspondingly in- 
creasing supporting personnel—such as auditors, stenographers, and 
clerks—this backlog can be substantially reduced and receipts sig- 
nificantly accelerated. If this increase in personnel is made and ade- 
quately trained during the balance of this fiscal year, the Appellate 
Division’s disposals for the fiscal year 1955 should be increased by at 
least $280 million of disputed tax over the estimate for fiscal year 
1954. This should increase actual Treasury receipts by $125 million 
for 1955 and for each of the 3 succeeding years, making a total of 
$500 million of accelerated Treasury receipts. This program should 
entirely eliminate the excessive vet Pe of unsettled cases before the 
Appellate Division by the end of the fiscal year 1958. 

Accordingly, we are now engaged in the selection of up to 200 top 
revenue agents to be detailed to the Appellate Division to help bring 
this work current. We deem it highly important that the taxpayers 
involved in these appeals know what their final tax liability is so 
that they may be in better position to plan their normal operations. 


ACCUMULATION OF CASES UNDER AUDIT RELATING TO TAX YEARS 1949 
AND PRIOR YEARS 


In examining the record for the 1953 fiscal year, I was shocked to 
see the time span between the date of filing of returns and final clos- 
ing. From the asessment lists, I noticed that during 1953, 2,620 cases 
carrying $41.8 million in added tax related to tax years 1942 and prior; 
2,382 to the tax year 1943; 3,578 to 1944; 5,036 to 1945; 7,512 to 1946; 
10,898 to 1947; 19,008 to 1948; and 78,838 to the 1949 tax year. 

The overall average time between the filing of a return and the clos- 
ing through the assessment of added tax was 29 months during the 
fiscal year 1945. This time span has now risen to 40 months. 

Moreover, an inventory as of September 30, 1953, showed an ac- 
cumulation of 78,037 of the larger type income tax returns for 1949 
and prior tax years on hand in our field offices awaiting examination 
by our agents. These returns had been selected for audit on the basis 
of relative importance of return, and size of potential tax error. In 
addition to the 78,037 for 1949 and prior tax years, there were 143,- 
465 for 1950, and 387,966 for 1951. 
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Despite the fact that there are millions of dollars of added taxes in- 
volved in these back-year returns, I think it is more important to de- 
fer these back-year examinations and, of course, the potential added 
tax, in order to get to the returns for 1952 so that examined taxpayers 
will not be in continual state of uncertainty as to their tax liabilities. 

Accordingly, I have issued instructions to get going on the more 
current returns inasmuch as we have more of these with the same or 
more potential added tax than we can possibly handle. In the exam- 
ination of the current year returns, it will, of course, be possible to 
look back at the older years in the event trasactions of the current 
year indicate such to be advisable, particularly if evidence of fraud 
exists. Any changes affecting the older years will of necessity be 
limited by the applicable 3-, 5-, and 6-year statutory periods. 


DECLINE IN THE NUMBER OF EXAMINATIONS AND AMOUNT OF 
ADDITIONAL ASSESSMENTS 


The decrease in number of returns examined during the fiscal year 
1953 stems primarily from a decrease in manpower available for the 
examination of returns. Less manpower was available to examine re- 
turns during 1953 than in 1952, first, because of a decrease in appro- 
priations as between the 2 years, and secondly, because of the assign- 
ment of a larger number of enforcement officers to collect delinquent 
accounts and to assist taxpayers in the filing of their returns durin 
February and March of 1953 than during the previous filing period. 
The decrease in additional assessments was due, first, to the decrease 
in number of returns examined and, secondly, to the diminishing ef- 
fect of the World War II excess-profits tax assessments during 1953 
as compared with earlier years. As between 1952 and 1953, the 
World War II excess-profits-tax additional assessments decreased by 
$45 million, which accounted for close to 20 percent of the total de- 
cline in additional assessments. 

For the first quarter of the fiscal year 1954, the number of examina- 
tions was still lower than during the corresponding period last year. 

In an effort to reverse this trend, we are currently engaged in the 
selection of qualified revenue agents from among our force of collec- 
tion officers for assignment to various phases of the audit work, 

We are hopeful, by this process, of raising the number of examina- 
tions to something close to that for 1952. It is very doubtful, however, 
that we can raise the added assessments sufficiently during the re- 
mainder of 1954 to regain the 1952 level. 


AUDIT PROBLEMS 


This brings us to our audit problem which I would like to discuss 
at some length. 

The overwhelming majority of American taxpayers respond con- 
scientiously to their obligations under the tax laws. While this ex- 
ceptionally high degree of voluntary and conscientious tax compliance 
makes it unnecessary to examine thoroughly all of the many millions 
of tax returns filed each year and thus reduces both the extent and 
difficulty of the tax enforcement problems of the Revenue Service, 
there remain substantial numbers of returns requiring corrections be- 
cause of doubtful issues and of carelessness, ignorance, or willfulness 
on the part of the taxpayers filing the returns. 
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Since it is incumbent upon us to insure maXimum compliance with 
the tax laws, those returns believed to be most in need of correction 
are segregated through a preliminary inspection process, and as many 
are examined each year as the resources of the Service will permit. 

The first step in determining the accuracy of the tax returns is a 
verification of the mathematical steps shown in the taxpayers’ com- 
putations. In this process consideration is limited to the mere arith- 
metic of computing the amount of tax due, and corrections made are 
not subject to review in the appellate processes. 


SELECTION OF RETURNS FOR EXAMINATION 


Since it is neither necessary nor possible to examine thoroughly 
every tax return filed, a basis has been established for selecting the 
returns to be examined. A preliminary inspection of more than 68 
million returns of all types was made in the fiscal year 1953, and of 
this number 3,486,977 were selected for more detailed examination, 

Included in the returns selected for examination were those returns 
requiring audit because of related claims, taxpayers’ requests, or other 
features which make examination mandatory. Other returns were 
selected through a procedure involving close inspection of certain 
classes of returns in which experience indicates that errors commonly 
occur. The basis of experience has been fortified by data secured 
through the audit-control program, which was begun in 1949 as a 
means of increasing the effectiveness of audit and investigative tech- 
niques. 


EXAMINATION OF RETURNS 


Examinations are of two types—office audits and field examinations. 
The former involve contact with taxpayers through correspondence or 
interview on Internal Revenue premises, while the latter involve 
examination of the taxpayer’s books, records, bank accounts, and so 
forth, in his home or place of business. Returns of greater complex- 
ity and those involving the larger businesses usually require field 
examination. In field examinations, wherever practicable, it is the 
policy to examine all Federal tax returns of a taxpayer at one time, 
regardless of the types of taxes to which they relate. 

The proportion of the number of returns filed which we have been 
able to examine reflects about the same degree of coverage which pre- 
vailed back in 1948 when the Advisory Group of the Joint Committee 
concluded : 

The enforcement activities of the Bureau of Internal Revenue are now spread 
so thinly over the entire field of Federal taxation that taxpayer compliance 
with the requirements of the code is deteriorating at a dangerous rate. 

There are many signs today that this conclusion was justified. Let 
me give you a few of them. 

During the 1953 filing period, we spotted close to 2 million poten- 
tially highly productive returns requiring audit attention prior to 
the issuance of the tax refunds claimed by the taxpayers. These 
returns were of the following types: (1) Form 1040A returns with 
sree me exemption errors and high refunds; (2) Form 1040 non- 

usiness returns with adjusted gross income under $10,000 and with 
high refunds; and (3) Form 1040 business returns with adjusted 
gross income under $10,000 and with high refunds. ; 
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Through June 30, 1953, we were able to complete the examination 
of 1 segment of these returns. The results of this audit are, indeed, 
startling. Fifty-nine out of every 100 returns examined showed a 
tax error. The most frequent source of tax error was the erroneous 
overclaiming of the personal exemptions of dependents other than 
children. Itemized personal deductions were also a frequent source 
of tax error. The average tax change per return examined was $95. 
In other words, the average tax change on every 1 of these returns 
examined, including those without change as well as those with 
change, was $95. On the average, it required about 114 hours of 
examination time to examine each of these returns. The average tax 
change per man-hour of examination time, therefore, was $75. 

It is unfortunate that we were not able to complete the task prior 
to issuing the tax refunds claimed for two reasons: First, because 
audits made after the refund check has been mailed result in the need 
to recollect in the average examined case a large portion of the re- 
funded tax plus 6 percent interest. Since many of these lower income 
taxpayers will be hard pressed to repay the erroneously claimed re- 
funds their accounts will become delinquent. This will add to the 
total workload of delinquent accounts which is already larger than 
we are able to manage. Second, many if not all of those we fail to 
audit before the coming filing period will undoubtedly again make 
erroneous claims involving personal exemptions and itemized deduc- 
tions. The conclusion cannot be avoided that inability to do the job 
we know how to do adds to the workload and makes the enforcement 
and management jobs bigger and tougher. The pity of this inability 
is that every dollar added to this enforcement job not only adds to 
the receipts side of the budget substantially more than it adds to outgo, 
but it also lays the basis for a future decrease in the outgo needed to 
do the entire tax-administration job. 

This trend toward overclaiming exemptions may be partly account- 
able for the fact that withholding-tax refunds have been climbing 
from $1.5 billion for 1950 to $1.6 billion for 1951; to $1.9 billion for 
1952; and to $2.6 billion for 1953. This trend may be an indication 
that something serious is happening to our voluntary compliance 
system and certainly one which we should be alert to in order that the 
dangers can be checked before it is too late. 

Let us take another type of return—namely, corporation, estate 
and gift, and higher-income individual returns. 

Last year the time spent on tax-return examinations of this type by 
our revenue agents was tallied. This leaves out the time spent on 
instructions, pension-trust rulings, engineering valuation, and other 
special asignments. The number of examinations made during 1953 
averaged 124 per man. From these 124 examinations, these men 
found unreported taxes averaging over $260,000 each. The fact that 
some 4,381 man-years of examination time of revenue agents were able 
to yield an average of $260,000 per man-year, which, multiplied out, 
is well over $1 billion, is strong evidence that a very substantial num- 
ber of taxpayers either by resolving doubtful issues in their favor, or 
by lack of knowledge, accident, or design are making substantial 
understatements about their tax liabilities. 
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And finaly, let’s take still another type of analysis: 

From our audit-sampling studies we estimate that 77 percent or 
430,000 of the 560,000 individual returns with business income falling 
in the income classes from $10,000 to $30,000 are in error. 

From the same studies we estimates that about 1.3 million individual 
returns filed without business income will fall in the income class of 
$10,000 to $50,000, and that 60 percent of these returns will show tax 
error upon examination. These studies indicate the extent of the 
errors on the tax returns currently being filed. 


CORRECTIVE AUDIT MEASURES INSTALLED 


What are we doing about this situation ? 

First, we are going to concentrate our efforts on current year 
returns. 

Second, we are examining substantially larger percentages of the 
more productive returns. 

Third, we have arranged with the Civil Service Commission for the 
establishment of new registers so as to have available an ample supply 
of potential revenue agents to make replacements and additions to 
the limit of the funds available to us. 

Fourth, we have made and are making improvements in our proc- 
essing operations (paperwork) so as to use the savings in the hiring 
of additional revenue agents. 

Fifth, we have prepared a recommendation in regard to the estab- 
lishment of an appropriate training center which will enable us to 
start our agents to work better fitted for their work. 

Sixth, we are revising the Service's internal reporting system to 
permit us to keep a closer check on the soundness of our audit policies 
and the effectiveness of our agents. 

Seventh, we are completely revising the postreview system so as 
to insure better guidance for our agents. 

From this course we expect substantial improvements in results 
as compared with the past. It is clear to me, however, that from the 
standpoint of providing audit coverage sufficient to protect the careful 
and honest taxpayer and to encourage more complete reporting by 
all taxpayers, this program is inadequate. It is a good program as 
far as it goes, but it can’t be stretched far enough. In terms of pro- 
tecting the public interests of the honest and careful taxpayers of the 
country, it is a poor program because it will cost them more than an 
adequate enforcement program. In other words, the honest and 
careful taxpayer pays for an adequate tax-enforcement program 
whether he gets it or not. The difference is that he pays less if en- 
forcement is adequate than if he has to make up the difference for 
nonenforcement through higher overall tax rates. 

In speaking of an adequate audit program there are certain points 
on which we should be clear. 

One, the ultimate purpose of an audit is not limited to the making 
of an additional assessment against a specific taxpayer. The goal is 
much broader. In addition to verifying his return to determine the 
correct tax, it includes: 

Informing the taxpayer who filed an incorrect return where he made 
his mistakes so that he can report his taxes correctly in future years. 

Providing him with a tax refund if he has overpaid his taxes. 


Decrease the willingness to make tax errors by increasing the chance 
of examination, disclosure, and correction. 

‘Two, the value of revenue agents in tax administration should not 
be measured in terms of $20 return for every $1 spent, but rather in 
their effectiveness in selecting the returns of taxpayers who make the 
greatest errors and in setting those taxpayers straight. 

Three, an effective audit envisions an ability to understand the tax- 
payer’s business, his procedures and practices, and to ue directly 
to those accounts and transactions which are most likely to be in error, 
thereby interfering as little as possible with the taxpayer's business. 


DOUBLING OF FORCE OF REVENUE AGENTS RECOMMENDED 


Based on this approach, in relation to the number of returns filed 
each year, [ am convinced that we should work toward an eventual 
doubling of our force of revenue agents at the rate of about 1,000 addi- 
tional agents a year. As of November 21 we had 7,712 revenue agents 
on our rolls, The estimates before you provide for about 650 addi- 
tional agents, made possible by economies in other areas. 

We will, of course, assign all new agents to the audit of lower- 
income returns with relatively large claims for tax refunds and 
questionable exemptions and itemized deductions. After training 
on this work we will move some of these agents up to the examination 
of individual returns with business income and adjusted gross incomes 
of from $10,000 to $30,000, while others will be assigned to the non- 
business individual returns with incomes of $10,000 to $50,000. From 
there they will eventually move to the examination of the highest- 
income individual returns and to the corporation returns. 

Under this program we will progressively realize the full potential 
of all new agents hired. 

The effect of a vigorous, long-range enforcement, recruitment, and 
training program of this type will be better overall compliance. The 
benefits to the Nation and the Budget will far exceed the visibly added 
revenue to the Treasury of the magnitude of $1.5 to $2 billion. Besides 
the direct encouragement to examined taxpayers to report correctly in 
future years, it will yield the byproduct of encouraging others also 
to be more careful in initial reporting. Moreover, through the 
healthy respect engendered by an adequate tax-enforcement pro- 
gram, it will also encourage many to file returns who are not now filing. 

Any other course oiidumaens further deterioration in com- 
pliance and potentially disastrous consequences to the tax system and 
the fiscal soundness of the Nation. 

As you know, the willingness of the average taxpayer to pay his 
correct tax voluntarily depends to a large extent on his belief that it 
is his duty and the right thing to do. This willingness is kept high 
by the knowledge that all others are paying their fair share. As others 
begin to short-change on their taxes, an atmosphere of distrust and 
noncompliance is encouraged, 

The willingness to comply with the tax law is a priceless national 
asset. Under the present level of rates and tax enforcement, the 
value of this asset is depreciating. In the long run, it will cost the 
Nation infinitely more to continue to tolerate the depreciation than: 
the added annual expense of keeping it in repair. Again, even though 
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it may be monotonous, the added annual expense of keeping our tax- 
enforcement house in repair will be repaid immediately, and many 
times over, by the added taxes disclosed by the added revenue agents 
properly instructed for their work and intelligently directed. 


INTERNAL ADMINISTRATION 


The next major area requiring our attention was the internal ad- 
ministration of the revenue service. I found out very soon after T 
took office in February that our administrative services were totally 
inadequate for the job ahead of us and that we were in great need of 
strengthening our personnel, budget, and training programs, and im- 
proving our physical facilities both in Washington and the field. We 
cannot expect an efficient tax gathering organization unless we are 
able to attract and hold the kind of people we need, give them— 
through our training and personnel programs—an opportunity to 
grow and advance in the service, and provide them what they need 
in the way of supplies, equipment, office space and other physical 
resources. 

The situation, as I found it, grew in large part from the fact that 
under the former organization each division chief undertook to serv- 
ice his own organization, both in Washington and throughout the 
country, and thus became a sort of budget officer, personnel director. 
training officer, personal relations man, administrative service officer 
and operating official all in one. As you may well imagine, after he 
had performed his necessary administrative duties under this ar- 
rangement, he had very little time left to devote to his operating re- 
sponsibilities. Moreover, there was an unnecessarv duplication of 
work being performed in a dozen or more places, with resulting du- 
plication of effort, lack of administrative coordination and program- 
ing, and an unhealthy competition for employees, office equipment 
and furnishings, and office space. 

This problem was recognized prior to the 1952 reorganization and 
some steps had been taken before I took office to centralize and 
strengthen the administrative services under an official who was given 
the title of administrative assistant to the Commissioner. These 
steps, however, were not. sufficient. Progress toward providing a 
really effective and efficient administrative service organization was 
not keeping pace with our needs in the operational areas, and I found 
it necessary to make some fundamental changes designed to bring 
about a greatly strengthened organization. 

I abolished the position of administrative assistant and created a 
new position of Assistant Commissioner (Administration) and as- 
signed to this official the supervisory responsibility for all our pro- 
grams relating to personnel, budget and fiscal matters, training, hous- 
ing, public information, and administrative services. 

I am pleased with the progress we have made in organizing and 
staffing the Office of the Assistant Commissioner for Administration 
at. the national office and the counterpart offices at the regional and 
district levels. In view of the importance of this phase of our pro- 
gram I would like to comment briefly on its major elements. 


PERSON NEL 


I shall not elaborate on the sad state of the personnel program of 
the internal revenue service at the time I took office other than to 
say that the situation was so bad that, on the day after I took my oath 
of office, the Civil Service Commission withdrew from the revenue 
service its authority to take final action with respect to personnel mat- 
ters. I was furnished long lists of violations of civil service regula- 
tions involving more than 150 personnel actions. ‘This was ample evi- 
dence that the situation I inherited was intolerable and remedial 
actions were essential. I found that our personnel division was 
staffed primarily to take care of routine processing, and not to fur- 
nish effective leadership in the formulation and implementation of 
forward-looking personnel policies. 

So we immediately set out to improve personnel practices within 
the service through the reorganization and revitalization of the per- 
sonnel division of the national office. The number of employees per- 
forming routine clerical processing work has been reduced. ‘The 
number of competent middle and upper level technicians has been in- 
creased. The new Director of the Division has been provided with 
the necessary authority and top level support to enable him to fune- 
tion properly. And, most importantly, by our demonstrated capacity 
to competently manage them, we have regained the authorities that 
had been taken away. 

A major task performed by the Personnel Division during the past 
few months has been the operation of a reduction in force procedure 
which effected the reduction in the national office to which I have 
previously referred. This reduction in force was run in strict ac- 
cordance with civil service rules and regulations. Of the roughly 
250 employee appeals which resulted from this reduction in force, all 
but four have been adjudicated—and to date the Civil Service Com- 
mission has not reversed a single action. 

The standards for internal revenue agent, GS-7, and special agent 
(tax fraud), GS-7, have been revised and approved by the Civil Serv- 
ice Commission. The nine boards of civil-service examiners have 
announced open continuous competitive examinations for these posi- 
tions. 

Eighteen open competitive examinations have been conducted for 
the positions of district director and assistant district director of in- 
ternal revenue. Several appointments have been made as a result of 
these examinations. 

The approximately 48,000 personnel jackets originally centralized 
in Washington have been decentralized to the district offices. The dis- 
trict offices are now engaged in reviewing and properly ordering ma- 
terial contained in these jackets. 

A good personnel system is executed through and by line super- 
vision. To do this properly, line supervisors must be knowledgeable 
in the fundamentals of management, especially those affecting the 
handling of people. To this end, the Personnel Division has been 
working in close cooperation with the Training Division to devise 
and execute a plan for appropriate training of line supervisors in 
management matters. 
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To the greatest extent possible, responsibility and authority for 
personnel administration has been delegated to the regions. Regions 
are authorized to handle all personnel actions below the branch chief 
level in regional offices and the assistant division chief level in the 
district offices. Authority to handle disciplinary actions has been 
delegated to the regional commissioners, with the admonition that 
they will be held responsible for the fair, firm, and timely adminis- 
tration of that function. 

In the classification field increased emphasis has been placed upon 
the development of classification standards and a number of classi- 
fication guides have been issued to the regions. 

For the first time competent technicians from the national office 
are available for a planned program of visits to the regions for the 
purpose of reviewing their programs and procedures and providing 
seriously needed consulting services. 

Despite the fact that much remains to be done I can assure you 
that we are now well on our way toward bringing about a _ well- 
rounded and modern personnel system. 


ADMINISTRATIVE SERVICES 


To house 51,000 employees and to provide essential supplies and 
equipment for those employees is a tremendous administrative task, 
particularly when the work is being carried on in 1,734 separate 
offices located throughout the country in some 1,500 different cities. 
Here is an instance where skilled administrative staffs can make an 
invaluable contribution to the effiicency and effectiveness of em- 
ployees’ work. Our objective is to obtain the best use of space and 


provide our employees and the taxpayers who come to our offices with 
facilities that will be most conducive to a businesslike conduct of our 
operations. 

Field offices have been consolidated at literally hundreds of loca- 
tions. We have by this means and through better utilization of space 


reduced our overall space requirements from 8.5 million square feet 
to 8 million square feet, resulting in a saving of 500,000 square feet, 
66,000 of which was in Washington. 

When I assumed office I found that the halls of our building on 
Constitution Avenue were cluttered with filing cabinets and shelving 
of various sorts. Today we no longer need to be ashamed of the 
appearance of our building. The records stored in those cabinets 
have been placed where reference can be made to them readily, or have 
been properly disposed of as inactive or obsolete. Thirty thousand 
cubic feet of records were retired and 8,000 cubic feet of records were 
transferred to field offices. This made 3,500 file cabinets and 10,000 
linear feet of steel shelving available for other use. 

The results of this cleanup operation in our national office have been 
amazing. They are also indicative of the job that lies ahead of us in 
the field offices. I am very much concerned about the facilities of 
those offices, for it is in those offices that we carry on-most of our busi- 
ness with the taxpayer. It is my hope that we will be able, within the 
next year, to improve greatly our field facilities. 

1e problem of obtaining better utilization of space and improving 
our facilities is closely tied in with the study of geographical disper- 
sion of our offices to which I made reference earlier. 
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Just a moment ago, I made a brief mention of records disposal 
in connection with clearing our corridors. The overail problem of 
records management in our organization is one of great concern. 
Currently, close to 93 million tax returns are filed annually. If we 
add to this number the millions of records created within our organ- 
ization in the processing and examination of these returns, the total 
becomes even more staggering. According to the General Services 
Administration, the Internal Revenue Service records comprise more 
than one-sixth of the records in its Federal records centers, exceeding 
those from any other agency. 

To cope with the problems stemming from such a bulk of records, 
we have established an aggressive records administration program 
designed to carry out the objectives expressed in the Federal Records 
Act of 1950. We have recruited outstanding records people and 
charged them with the responsibility for the program. 

A comprehensive records disposal schedule was completed in July 
and approved by the Congress, Through application of this schedule, 
we will be able to establish a practical records disposal and retirement 
system which, I am sure, wu produce large savings and contribute 
substantially to efficiency. 

Other actions in the area of administrative services include the 
following: 

Regional commissioners have been delegated authority to procure 
essential supplies and equipment. New and improved procedure re- 
lating to that work have been put into effect. 

Responsibility for distribution, utilization, and accountability of 
property and supplies has been centralized under the Assistant Com- 
missioner (Administration). 

Correspondence and mail operations have been improved. 

Waste in distribution of internal instructions has been elimin- 
ated—in one particular case we reduced the number by more than 
50 percent. 

rinting of instructions and regulations has been speeded up and 
format and appearance improved. 


FISCAL MANAGEMENT 


Our organization for the supervision of fiscal management has been 
reorganized to bring together all phases of our budgeting and appro- 
priation accounting work, and we have established a financial +o 
ning and reporting system which enables us to compare our obliga- 
tions against planned expenditures on a timely basis. Our appropria- 
tion accounting is on a sound basis both in Washington and the field, 
and our payrolling, timekeeping, and ledger work is in good condi- 
tion. Our total accomplishments to date, however, are not in propor- 
tion to the total task facing us, and I am directing that increased 
emphasis be placed on our efforts to make this an effective operation. 
The advances which are being made in this field should be particularly 
helpful to this committee in the matter of information needed to 
properly evaluate our budgetary needs. 
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TRAINING 


Inservice training of employees in the various technical skills re- 
uired of them is essential to the effective operations of the Revenue 
ervice. 

With realinement of functions, changes in policies, and other 
changes resulting from reorganization, many demands have been 
placed upon the training staff in the past year. Employees transferred 
from one operation to another were given refresher training courses 
or training in new skills. In some instances where functions were 
decentralized to the field, groups of field employees were given special 
training to prepare them to discharge their new responsibilities. One 
accomplishment from which I believe we will receive far-reaching 
benefits is the training and development agreement recently made with 
the Civil Service Commission. The objective of that agreement is to 
select promising individuals from within the organization and to pro- 
vide them with training and assignments which will give them a Dal. 
anced and progressively responsible career. This program will be of 
particular value in certain areas where we have a serious lack of 
younger personnel] groomed to take over after older employees retire. 
A career development program will help plug this hole. 

We expect to push vigorously our in-service training program. The 
training program in the field is being strengthened, and we also are 
strengthening the program for the training of employees in super- 
visory skills and other management techniques. 


PUBLIC INFORMATION 


In our setup for internal administration we have a small public 
information staff charged with the responsibility of improving public 
understanding of Federal tax laws, policies, and procedures as they 
apply to the taxpayer. This includes the wider dissemination of tax 
rulings and regulations, a matter which we discussed at some length 
on the occasion of my last appearance before this committee, and on 
which I have already touched in this statement. 

Our public information personnel also have the job of meeting the 
day-to-day requirements of press representatives, and others seeking 
news for release to the public through the daily newspapers, periodi- 
cals, and other news media. ; 

This group not only meets the daily demand for information, but 
also plans and carries out its program for increasing public under- 
standing of the work of the Service, including the job of providing 
our large field staff with some of the tools it needs for its daily con- 
tacts with the public. It does not engage in propaganda, however. 

As one example of the value of a program of public information in 
regard to tax matters, I would like to cite the fact that this office has 
spearheaded the program for working with the secondary schools of 
the Nation to provide the Nation’s future taxpayers with an under- 
standing of their tax responsibilties and knowledge of the tax proc- 
esses, including the preparation of income-tax forms. Thirty thou- 
sand tax-teaching kits were provided the secondary schools for use in 
business courses, bookkeeping, and mathematics classes. The response 
to this program has been amazing. The kit for this year has been 
revised and expanded, and is already being distributed. Last year, 


the kit was sent to all secondary schools. This year they have been 
advised of it and asked to request it if they were interested. Already 
more than 19,000 have been sent out, with more requests coming in 
every day. We have had over 3,000 unsolicited. complimentary letters 
from high-school principals and teachers on this program. 


SOME NEW APPROACHES TO OLD PROBLEMS 


The fifth and last job which we have tackled concerns the develop- 
ment of some new and better approaches to the job of tax administra- 
tion. The Revenue Service is one of the Government’s most important 
civilian agencies and should at all times measure up to its responsi- 
bilities and the people’s needs. Therefore, | am confident that you 
are as interested as we in any new projects along these lines, and I 
will run through a few of them with you. 


TRAINING CENTER 


Effective and efficient tax administration requires revenue agents 
trained not only in tax law, regulations, and accounting, but also in 
the practical application of these fields of knowledge to the policies, 
programs, and techniques of modern industry, trade, and commerce. 
In this way the business purposes of business enterprises will be under- 
stood, and the policies and procedures of those enterprises for accom- 
plishing those purposes will be taken into account in determining the 
application of the tax laws. Moreover, the agents will be able to pro- 
ceed more directly to the records that need to be tested and checked. 
Internal revenue agents should check the effectiveness of the tax- 
payers’ procedures and practices in producing the correct tax result 
and not be merely robot checkers of figures. This is the most efficient 
and intelligent approach to an audit program of the type, scope, and 
complexity with which we are faced. 

For the purpose of establishing a policy that will eventually build 
a staff equipped by natural ability, technical training, and experience 
to operate a program of this type, I am recommending that a regular 
program of broadened training be started next September. Under 
this policy, every newly appointed agent will be given this training 
after he has proved his worth. 

The broadened training will consist of thorough courses in all 
phases of corporate finance, organization, and principles of industrial 
operations; in business economies, trade practices, credit policies, and 
so forth. Those who 5 must have already had the necessary 
accounting traming and be acceptable as revenue agents. They must 
also meet the academic standards of the university conducting the 
courses. 

Over a period of years this will do much to raise the adequacy of 
tax administration personnel to a level which will assure keeping 
abreast. of, and not being a hindrance to, the scientific and organiza- 
tional developments that are essential to our economic growth. 


ELIMINATION OF RETURNS 


Last March I mentioned my concern over the long lines of people 
who come to our offices during the filing period seeking assistance in 
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the filing of tax returns. I told you that we were exploring the pos- 
sibility of solving this problem by actual elimination of the need to 
file returns by those whose entire incomes are in the form of wages 
subject to withholding. 

Our objectives are reduction of the long lines of people seeking 
assistance in the preparation of their returns; reduction in paperwork 
on the part of the taxpayer, the employer, and the Government: 
tighter accounting controls over taxes withheld by employers; more 
accurate determination of employees’ tax and more complete verifica- 
tion of credits allowed and refund payments. 

We have made considerable progress in the development of a plan 
which will meet these objectives. The plan we are considering in- 
cludes the possibility of using a single report from the employer for 
both income-tax withholding and social-security purposes. For this 
reason, we are working closely with, and enjoying the full cooperation 
ri * Social Security Administration in drawing up the details of 
the plan. 

Since such a plan would materially affect the manner in which mil- 
lions of salary and wage earners discharge their responsibilities in 
connection with their individual income tax, as well as the operations 
of employers, the Internal Revenue Service and the Social Security 
Administration, oe agreement must be reached on the details 
of all operating problems as well as the major policy questions in- 
volved before the plan can provide the basis for a legislative proposal. 


EXTENSION OF TAX ENFORCEMENT TO CITIZENS RESIDING ABROAD 


Many of the half million United States citizens residing abroad 
are not filing required tax returns or otherwise complying with our 
tax laws. In many instances this noncompliance is, without question, 
the result of ignorance or a misunderstanding of the tax laws. In 
many other cases, however, it is evasion—deliberate and willful. For 
example, one case now under investigation involves delinquent returns 
of a nonresident citizen and a tax liability estimated at 5 to 10 million 
dollars. Another involves assessed but uncollected taxes of approxi- 
mately $850,000. Still another concerns a citizen who filed returns 
but who failed to report profits from overseas operations of approxi- 
mately $1 million. Numerous other cases have been brought to our 
attention. 

We have recently taken steps to correct this situation. For one 
thing we have prepared for taxpayer-education purposes a simple 
esa entitled “Income Tax Guides for U. 8S. Citizens Abroad.” 
Several hundred thousand copies of this educational pamphlet are 
being distributed to our citizens throughout the world in early Jan- 
uary 1954. Our program also contemplates some legislative 
changes—changes which will tighten the return filing requirements 
for nonresident citizens. 

In addition, for the primary purpose of assisting our nonresident 
citizens in the preparation of their returns, we are temporarily as- 
signing during the coming filing period a small number of revenue 
agents to various places throughout the world where relatively large 
numbers of American citizens are concentrated. Experience has 
shown that the mere presence of our agents in such areas has an im- 
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mediate and favorable effect on voluntary compliance. This tech- 
nique also provides opportunity for our agents to obtain valuable 
information concerning individuals who are not voluntarily comply- 
ing with our tax laws. 

The 2 administrative measures outlined are only 2 of several steps 
being taken to collect the taxes due from our citizens located abroad. 


ALCOHOL-TAX STUDY 


In September of last year, plans were laid to make a comprehensive 
study of the legislative and regulatory control of the liquor industry. 
We established an Alcohol Tax Survey Committee on September 8, 
1953. 

The committee has been instructed to develop recommendations for 
a simplified system of revenue protection and regulatory controls, 
including the necessary legislative changes to achieve this objective. 
The work is to proceed in two phases. The first phase will embrace 
such changes as can be made within existing law to streamline Gov- 
ernment supervision of the industry. The second phase will deal 
with the more basic features of legislation and regulations with a 
view to modernizing the collection of liquor taxes and permitting 
changes in supervision that cannot be achieved under the kirst phase. 
The controlling purpose in both phases of the assignment is to work 
toward supervisory methods that will be more economical for the 
Government and permit industry to operate as efficiently as possible 
within the requirements of revenue protection and control. 

In carrying out its work, the committee is maintaining close liaison 
with interested industry groups, other Federal agencies involved and 
State tax-enforcement officials. This is intended to provide coordi- 
nation of representative interests as the work proceeds. 

The committee has been engaged thus far mostly in preliminary 
work. During this time it has also participated in the work of re- 
organizing the alcohol tax phases of the Internal Revenue Code and 
incorporating certain acceptable changes immediately desired by the 
industry. It will shortly undertake initial steps toward modifying 
present supervisory practices, which appear feasible and desirable 
under present law. As a result of these steps it is anticipated that 
some economy in the operation of the Alcohol and Tobacco Tax Divi- 
sion will be realized during the fiscal year 1955. However, the more 
basic phase of the work will not be completed until some time during 
the fiscal year 1955 when the ultimate potential savings should be 
more fully apparent. The full realization of savings will depend 
upon legislative action providing basic changes in the present law. 


CANVASS FOR DELINQUENT RETURNS 


Several million people who are liable for the filing of tax returns 
annually fail to file returns. Some are entirely ignorant of their 
responsibility while others are conscious of their duty but have failed 
to file for so many years without being caught that their conscience 
has become hardened and they have been lulled into a sense of security 
in the violation of the law. The voluntary filing of tax returns is 
the very foundation of our system. If the foundation is cracked, our 
whole tax structure is placed in jeopardy. 
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The Congress has specifically directed that we canvass for delin- 
quent returns. A review of the record indicates that the canvass 
approach has been very little used in recent years, and no doubt ac- 
counts for the large number of nonfilers. 

Available funds have not in the past, and do not now, permit ex- 
tensive work in this field. However, it should not be totally ignored. 


During the past several months, we initiated action in this area 
and stimulated much interest in the filing requirements. From an 
educational standpoint, periodic canvass activity is highly beneficial 
in that it is evidence of a vigorous enforcement agency and will help 
to overcome the natural inertia to tax compliance. It is concrete 
evidence of the fact that we mean business in seeing that all, and not 
just the faithful, meet their tax responsibilities. This activity also 
has been highly productive of revenue. 

Accordingly, it is mv purpose to conduct canvasses in each district 
as often and as extensively as our funds permit and the situation in 
the district appears to require. 


BUDGET REQUEST FOR 1955 


The estimate before you is for $266 million, which is the same 
amount as was appropriated for 1954, but varies somewhat from 1954 
as to the actual amount available for expenditures for personal 
services and related items. 

Subsequent to the appropriation of $266 million for 1954. the Con- 
gress enacted Public Law 286. which required that the Post Office 
be reimbursed for the cost of penalty mail. 

Ths act. in effect reduced the previously appropriated sum of $266 
million by $3.6 million. It has been demonstrated to the Budget 
Bureau that the absorption of the $3.6 million mail cost will unduly 
reduce revenue collections. Accordingly. the Budget Bureau has 
indicated that it will authorize a request for a supplemental appro- 
priation for 1954 of $8.6 million. 

In the event the Congress approves the $3.6 million supplemental. 
= will have available to us the full $266 million which you approved 

or us. 

As to the fiscal year 1955, the mail cost to be absorbed is $4 million. 
The Budget Bureau did not approve the addition of $4 million to 
our estimates of $266 million, as was done for 1954. 

We are, however, benefiting to the extent of $2.4 million in rental 
costs, since this amount is to be taken over by the General Services 
Administration. Thus, in effect, we are having to absorb only $1.6 
million of the $4 million penalty mail cost, which also, in effect, gives us 
an appropriation of $264.4 million for 1955 as compared with $266 
million for 1954. This is shown in tabular form below. 

(The table referred to is as follows :) 


Fiseal year 1954 


Supplemental estimate for 1004.0. 8, 600, 000 


|_| 


Fiseal year 1955 


Estimate (without mail cost) $266, 000, 000 
Transfer of rental expense to GSA____-__-_--__-__~- 2, 400, 000 


268, 400, 000 
4, 000, 000 


Total available for 1955 264, 400, 000 


The amount of the estimate for 1955 represents the amount required to support 
a minimum program of tax enforcement. I want to assure you that such funds 
as are appropriated will be used wisely. 

From my point of view, Mr. Chairman, the statement which I have 
just presented is extremely important. 

Mr. Canrietp. Mr. Commissioner, yours is a very important state- 
ment indeed and a very good one. We of this subcommittee like to 
have the various bureau chiefs appearing before us in connection 
with their requests present just such a statement. Yours is one of 
the best that has been presented to our group in a long time. 

Mr. Anprews. Thank you, sir. 

Mr. Canrietp. The report obviously shows real dedication, real 
application to your most important assignment. 

(Discussion off the record.) 


MONETARY SAVINGS 


Mr. Canrtetp. When the Secretary, Mr. Humphrey, appeared be- 
fore us earlier in connection with the Treasury’s presentation, he 
mentioned certain savings, dollar savings, in the Bureau of Internal 
Revenue. I interrogated him as follows: 

In the Internal Revenue Service, Mr. Secretary, you, mentioned savings which 


I believe are to be employed in that Service. Do I understand you are not ask- 
ing for any additional manpower? 


The Secretary’s reply was: 


What we are hoping to do there is to switch the manpower from one job to 
another. You will notice there is no reduction in the appropriation. That is 
because the savings are being devoted entirely to the replacement of manpower 
that is saved by the manpower where there is a deficiency. 

In other words, he indicated that you were using your savings to 
plow them back into frontline enforcement. That is true, is it not ? 

Mr. Anprews. We have been doing that all through the year. 

Mr. Canrtetp. I believe the Secretary, too, in his statement indi- 
cated fairly substantial savings. 

Mr. Anprews. We think there have been. Asa matter of fact, I do 
not think we would have escaped coming back to you if we had not 
accomplished that. We want to discuss, too, later on somewhere dur- 
ing this program the question which you probably have in mind. 
We talked about coming back last year but we did not come back. 
You might want to know why. When we get to that, I want you to 
know why we did not come back because we could very easily have 
come back. 

Mr. Gary. You do plan to come back for this postal expense that 
has been transferred to you? 

Mr. Anprews. In effect, yes, Mr. Gary. The story on that is this, if 
I may say it off the record. 
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(Discussion off the record.) 
TRAINING PROGRAM 


Mr. CanFieLp (quoting) : 

I believe you indicated that through reorganization and efficiency savings have 
been effected, 
and I want to go on from there, quoting the hearings again. 

Secretary Humphrey replied: 

That’s right. 

He then went on to say this: 

It is extremely difficult, and has been, for us to get the effective kind of man- 
power that we want. It is becoming increasingly necessary to train people to 
get effective people. Just adding people adds to the expense but it does not get 
the work done because so much of this work is technical and requires training 
and technical ability. So that it is very necessary that we enlarge our training 
activity and development activity in building a force of trained people. 

In the future more people might be available to take these jobs that have been 
available, which will help to get more trained people in the right places. Until 
we get our quota up to the amount of money we have to spend on it, I do not 
think we should ask for more people. If we reach that point and have effective 
people available, we might come back and say we can put more people on and 
make about $20 for $1 put in, so we may be back for appropriations, but I think 
it is useless to do that so long as we have any money to hire people from savings 
effected in other directions. The money that we save will not hire as many 
new people of the right kind as we would like to have to do the best job we can 
do, but there is money to hire more people than we have been able to hire, and 
until we exhaust those funds we will not come back to you; but if we can find 
people to exhaust those funds, then we will come back and ask for more money 
to put more people on to cut this backlog of unfinished business. 


SIMPLIFICATION OF THE TAX FORMS 


Now then, Commissioner, you discussed with us last year the simpli- 
fication of tax forms and instructions. Have you had time since then 
to make any real progress in this field ¢ 

Mr. Anprews. Mr. Chairman, I do not remember exactly what I did 
say to you about that last year because there were so many things on 
my mind that it got crowded out. The question of the determination 
of income, especially for a business enterprise, is a very complex ques- 
tion. I served for 4 years on a committee of accountants and lawyers 
and businessmen and economists who tried to find an acceptable defi- 
nition of the words, “business income,” as simple as that sounds. We 
never did reach a unanimous agreement as to what constituted busi- 
ness income. 

Now, in the application of the revenue law, particularly to business 
enterprises, determination of income is an extremely difficult one and 
in many cases my own honest judgment is that as long as we have an 
income-tax law, that it is going to be very difficult to make the sched- 
ules that we use for the determination of taxable income a great deal 
simpler than they are now. The schedules for the determination of 

versonal income, the individual income tax, is reasonably simple. It 
Is not te enough for everybody to understand it, but my experience 
with the high-school instruction program tells me that it is simple 
enough for a high-school student to understand because they turn out 
exceedingly well. Therefore, we feel that the present form properly 
explained is not too complex and we look forward to a considerable 
improvement in understanding through this high-school training pro- 


gram, if you will bear in mind that through that program we will be 
reaching about 714 million children a year and I am extremely enthu- 
siastic about it. If you want to talk about it later on I will be very 
happy to tell you what we are doing with it. I have just come back 
from Kansas City where we instituted the program at the grassroots 
of America. Everybody seems to be well pleased with it. 

Now another thing that we are doing—you will bear in mind that 
we are seeking to accomplish the ultimate of simplification by elimi- 
nating 35 million returns altogether; that will be a considerable step 
forward because there are only about 55 million individual returns 
filed and if we get rid of 35 million of them altogether, we will really 
have accomplished a tremendous simplification. 

In addition to that, we have devoted a great deal of time to chang- 
ing the language of our instructions as to the preparation of returns 
so as.to make it more understandable to people. We think we have 
accomplished a great deal in that respect. I am not prepared to say 
to you that it has been any sensational accomplishment but I do think 
that we have made progress in that direction. 

Mr. Canrtevp. Off the record, Mr. Reporter. 

(Discussion off the record.) 


ELIMINATION OF TAX RETURNS 


Mr. CanrieLp. Commissioner, has your program for the elimination 
of need to file tax returns by those whose tax is fully withheld been 
put in operation / 

Mr. Anprews. It has not, Mr. Chairman. As I indicated, Mr. 
Chairman, I believe in the hearings last year, we did not anticipate 
that it would be possible to put it in before 1955. Now, we have all 
along shot at that target date. I still think we can do it. However, 
since this is a job to be done in collaboration with the Social Security 
Agency then we, of course, cannot be the sole determinants of when 
we are going to start. We think that we are now pretty close to 
agreement that we can start in 1955. 

But assuming now that we cannot, let us say that on the first of 
January 1956, we can say to these 35 million people you do not have to 
bother with filing a return this year, we will take care of it ourselves, 
we would not be able to feel completely the effect of the savings of 
that program or project until the end of fiscal 1956. Consequently. 
we do not calculate that in any of our presentation here. But I should 
like to say to you that tentatively, and I would not now want to be 
held to these figures, but tentatively at least we figure that we are 
going to save about $35 million by this project, and that the social 
security people have indicated that it might cost them an additional 
$10 million to bring these two programs together. If those figures 
work out, then the net saving will be about $25 million and obviously 
that will enable us to do a lot of things, probably—well, it is con- 
ceivable that it would enable us to do so many things that we would 
not be able to do it as fast as the amount of money available would 
permit. But in any event, there is no saving figured in this budget 
proposal here for that program since it would not take effect under 
the best circumstances until 1955 and would not have any budgetary 
effect until the last half of fiscal 1956. Does that answer your 
question ? 


568 


One thing I did not say as to this program: We ourselves are 
thoroughly convinced that we now have it in feasible shape. In other 
words, we are satisfied it can be done. 


APPROPRIATIONS, 1954 


Mr. Canrtevp. [think T ought to ask this question right here. Com 
missioner, for fiscal 1954 it is true, is it not, that this committee ap- 
proved and the Congress voted all the funds that you requested ? 

Mr. Anprews. Everything that we asked for, yes, sir, and all that 
we could have used effectively. 


APPROPRIATION REQUESTS, 1955 


Mr. Canrtetp. Now, in your presentation today, and the Secre- 
tary appearing before you, has indicated that you are asking for the 
same amount for the current fiscal year, for the new fiscal year, 1955; 
that is true; is it not? 

Mr. Anprews. With the added explanation, however, that we now 
think we will soon be in a position to move to a higher level because 
we think we see now a wellspring of personnel supply that we did not 
have before. 


POSSIBLE SUPPLEMENTAL REQUEST FOR ADDITIONAL PERSONNEL 


Mr. Canrrevp. I am very anxious to have that documented in the 
record by yourself at this particular time because your presentation 
today emphasizes a portion of a report made by a committee of the 
Congress several years ago in which it was stated that there seems to 
have been failure over the years to provide adequately and realistical- 
ly for the job of tax administration. 

Now, I appreciate that the appropriation of funds will not in it- 
self affect the proper administration of the internal revenue laws 
and you yourself last year stressed that it took people and the proper 
kind of people. You are definitely moving in the direction of getting 
the proper kind of people? 

Mr. Anprews. Properly trained and properly directed. 

Mr. Canrretp. You feel, then, in appearing before us today on your 
1955 program that if the full amount of funds requested is voted you 
will be permitted to do the job you think ought to be done? 

Mr. Anprews. I feel that the amount of funds that we have asked 
for, Mr. Chairman, is all that we could rightly come before you at 
this moment and ask for. I feel that we have now discovered a wa 
out of the dilemma that faced us last year, and has been facing us all 
through the year, that may make it possible for us to come back to 
you later and say, “Now we have found all the people that you have 
authorized us to get, and that we asked you for, and we think now that 
we can use more.” At that time when I honestly feel that way, and 
feel that we have effected every economy that we can to give us more 
funds for additional employees without asking you for an addition to 
the budget, then I think we can come back to you and put our story 
before you. Right now, what you have before you is as much as we 
think we can work intelligently and effectively with at this moment. 


Mr. Canrtetp. This committee wants you to come back, Commis- 
sioner, when you feel that you can show that by the addition of more 
personnel you can make it pay, the Bureau of Internal Revenue, and 
the American economy. 

Mr. Anprews. | know that, Mr. Chairman, you told us that last 
year and I have been somewhat chagrined at the fact that I was not 
able to come back to you during the year. But we were disappointed 
when we started to find people by these inadequate registers and we 
have only recently got new registers and new specifications for job 
qualifications drawn and, I am glad to say with the wholehearted coop- 
eration of the Civil Service Commission, we are now in a different 
osition than we were a year or so ago or until 30 days ago. You have 
feat very generous with us. What I would like to say is that as far as 
we are concerned we have never felt that this committee has dealt any- 
thing more than generously with us. 

Mr. Canrietp. As you may recall, this committee emphasized its 
great faith in you and your approach and we want you to be utterly 
frank with us and never hesitate to come before us when you think 
that perhaps more funds are needed to protect the revenue. 

Mr. Anprews. We appreciate that, Mr, Chairman. I want to say 
that if I ever got to the point where I could not be frank with you 
1 would not be here. 

Mr. Canrrevp. Off the record. 

(Discussion off the record.) 


COMPARATIVE STATEMENT OF APPROPRIATIONS AND EMPLOYMENT 


Mr. Gary. Mr. Commissioner, | wonder if it would be possible for 
you to furnish us for the record a comparative statement of appropria- 
tions for the past 10 years. 

Mr. Anprews. Yes, sir. 

Mr. Gary. Also,a comparative statement of personnel, broken down 
as far as possible, not necessarily into classifications, but broken down 
into field agents, and so forth, for the same 10-year period. 

Mr. Anprews. We can furnish that, all of that information, Mr. 
Gary, but that brings up a very interesting point that I think this 
committee should know about. There have been increases in personnel 
in the Revenue Service over the years under the type of organization 
and policy that existed at the time. It may have been greater, con- 
ceivably, but the thing that has happened has been this, and this pre- 
sents us with some rather embarrassing situations. Personnel desig- 
nated, for instance, as enforcement personnel unfortunately has not 
always been used that way and we find ourselves now confronted with 
statistics of accomplishments in the past which just do not make any 
sense for the simple reason that they indicate enforcement work and 
enforcement costs that actually were clerical work and clerical costs. 
Right now, for instance, recently in dealing with this problem, the 
question has arisen with us, Shall we go back and try to correct these 
old statistics or shall we keep our head turned forward to the future? 
My answer to that has been very quick. In the first place, we cannot 
possibly go back and get those statistics straightened out. In the 
second place, why spend money on bookkeeping and statisties when our 
job is to collect money and keep the taxpayers of this country happy? 
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So we are moving forward and letting the past go, and try and take 
care of the future. 


REDUCTION IN PERSONNEL IN 1948 


Mr. Gary. I fully appreciate that. I think this comparative state- 
ment will show a tremendous cut in the personnel of the Bureau of 
Internal Revenue in 1948. The budget requests of the Bureau were 
severely cut that year and I think it was a grave mistake. My recol- 
lection is that they had to release about 10,000 of their trained em- 
ploypes, and it took about 5 years to rebuild to the 1947 employment 
evel. 

Mr. Canrtetp. Will the gentleman yield to me? I think in all 
fairness he will. I do not agree with that. I was on this committee 
when that mA apres was cut substantially. That was when Mr. 
Nunan was heading up the Bureau of Internal Revenue and I think 
history shows that he conducted his administration in a very political 
way and most. of the men that had to be dismissed or furloughed by 
the Bureau were strictly political employees. I think the records also 
show that after that was done and the Bureau was shaken up, all 
throughout the country, they did a better but still faulty job—even 
collected more money. 

Mr. ANprews. I think it is fair and accurate to say that upon the 
imposition of that cut there was an entirely different approach taken 
in giving effect to it than was taken by us last year in giving effect 
to the reduction as between 1953 and 1954. Now, whether we were 
right I do not attempt to say, but the 1948 cut as I recall it—my 
interest then being that of a tax practitioner—that cut was applied 
largely to the enforcement people whereas, if you remember, last 
yore we pointed out that we were coming in to you with somewhat 
ess of a total than the previous administration had recommended 
for the Revenue Service, and that we were doing that on the basis 
that we thought we could save enough out of paperwork and clerica! 
work to take that cut. 

In other words, our approach to it was to reduce overhead without 
touching our enforcement. And we did not last year in taking, that 
reduction from the previous administration's total, reduce our en- 
forcement one bit. We did reduce the overhead operation so as to 
accommodate ourselves to that situation. That was quite a different 
approach, as I understand it, from what was taken in that earlier 
cut of a very, very substantial amount. 

Mr. Gary. But, Mr. Andrews, it was quite a different cut, too. The 
amount of the cut in 1948 was $20 million. 

Mr. Canrtetp. Will the gentleman be fair? That cut was agreed 
to by all the members of the committee. 

Mr. Gary. As a compromise. One of the members of the commit- 
tee wanted to cut it $50 million. I will say that was not the present 
chairman or any other present member of this committee. 

I agreed to twenty rather than have it fifty. ; 

Mr. ANprews. I would certainly not want to be understood at this 
point as indicating that I feel that it would have been possible at that 
time to take $20 million out of overhead and not cut the enforcement. 
As a matter of fact, if I were asked the opinion, just a horseback 
opinion based on my experience of the oo year, I would certainly 
have to say as a matter of fairness and honesty that no one could 
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have taken a $20 million cut at that time without digging into the 
enforcement group. 

Mr. Gary. The Department in 1950 asked for full restoration of 
that force. In the meantime I had become chairman of the commit- 
tee. I think they asked for 10,000 additional enforcement officers. I 
felt that it would be absolutely impossible for them to recruit 10,000 
competent men in a year, and consequently we restored a couple of 
thousand each year so as to permit them to build up gradually so that 
they would be sure to get competent men rather than go out and 
employ a lot of men without a careful selection. 

Mr. Anprews. Of course, the gradual rebuilding program was 
exactly the position we took last year. We still are taking that 
position. 

Mr. Gary. I want to say that I am with you on it and I am ready 
to go along with that program until we get adequate enforcement. 
I do not believe that we can expect an administrative officer to do a 
competent job if we do not give him the proper manpower and the 
prope appropriation to do it with. 

r. Anprews. And of course our job is to collect money, not to 
spend it. If we can collect money—— 


REVENUE COLLECTED 


Mr. Gary. Would you mind in addition to these tables I have asked 
for also giving a comparative table of revenue receipts during the 
same 10-year period 

Mr. Anprews. Yes, sir; we can do that. 

Mr. Gary. I would be glad to have it. 

Mr. ANprews. I do not know whether we can or not; but we will 
try. 

Vir. Gary. The work of the Department has certainly increased. 
The receipts have increased. Your problems have increased. Under 
those circumstances you would expect an increase in the appropria- 
tion and certainly this inquiry is not for the purpose of showing that 
you are getting too much appropriation but just to show the whole 
picture as it really exists. 

(The statements referred to are as follows :) 


Comparative statement of appropriations, gross collections, and number of returns 
filed, fiscal years 1945-54 


Amount 
appropriated 


$146, 900, 000 
176, 650, 000 
204, 417, 400 
188, 000, 000 

1 210, 859, 000 


2555 


98, 208, 277 
2 86, 850, 000 


= 


1 See the following: 
Supplemental submitted and merged with regular estimate in Senate 
Supplemental submitted at a later date... 


Number of 
Fiscal year | Collections 
, 865, 945 84, 638, 750 
125, 019 92, 926, 342 
230, 500, 000 131, 768 89, 171, 982 
[ a a 246, 820, 000 | 686, 315 82, 318, 683 
| 
$188, 000, 000 
5, 584, 000 
17, 275, 000 
3 Estimated. Reduction in returns filed is due to shift from monthly to quarterly basis for filing excise 
tax returns. 
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Comparative statement of employment, fiscal years 1945-54 


Number of employees on rolls at close of year 
Collecti Re Intelli 
‘ollection venue n gence 
offiners agents agents All others Total 
8, 767 4,401 357 36, 289 49, 814 
1946. _ 11, 312 7, 904 1,244 39, 233 59, 693 
1947... 10, 777 7.435 1, 067 33, 551 52, 830 
1948. 8, 022 6, 298 1, 006 36, 817 52, 143 
1949. _ 8, 698 6, 962 1, 163 35, 443 52, 
1950... 10, 174 7, 705 1, 283 36, 389 55, 551 
Be cans 10, 634 8,147 1, 251 37, 763 57, 795 
Oe eae eae 10, 300 7, 815 1, 218 36, 037 55, 370 
1953 9, 074 7, 601 1, 210 35, 578 | 53, 463 
ne 18, 643 17,921 11, 297 1 33, 431 1 51, 292 
| 


1 As of Dee. 31, 1953. 
ENFORCEMENT PERSONNEL 


Mr. James. Mr. Commissioner, in the first place, I would like to 
get a little better understanding of just what the job of the enforce- 
ment man is as against the duties of other employees who work with 
income tax returns. Now, you have men who work in the offices, and 
examine income tax returns. They have an opinion, after they have 
examined the return, as to whether that return is adequate or whether 
it is not. Are they classed among the enforcement personnel ? 

Mr. Anprews. Generally speaking, your enforcement personnel can 
be distinguished from your clerical personnel in this way—this is quite 
oversimplified but it will serve to clarify. Your enforcement people 
are generally people who review and examine the accuracy of the re- 
turns that are filed, whether they be people who conduct the office 
audit—that being the audit that is entirely within the office of the 
Internal Revenue Service and the contacts with the taxpayers are 
carried on by either Rees Sang or telephone, maybe, or by the 
taxpayer coming into the office—or whether it be a field examination 
which would mean going to the place of business of the taxpayer or 
his home and checking with him there. Some of these larger indi- 
vidual taxpayers, even those who do not have any business will fre- 
quently have an office. In many of the large tax returns it is neces- 
sary to get down to more detail than you can by calling them in for an 
office audit. Moreover some few include the intelligence operations 
which deal with matters of fraud or suspected fraud. 

So that generally speaking your distinction is between clerks on 
one hand and on the other revenue agents, special agents, collection 
officers, and other investigative personnel. 

Mr. James. The person who collects the money—is of the clerical 
staff and merely accounts for the receipt of a check or money and 
so forth—is that the idea? 

Mr. Anprews. I would say generally, yes. 

Mr. James. In other words, persons in that category are not the 
people you would contemplate sending to this academy program ¢ 

Mr. Anprews. No; we are talking there about the people who have 
to conduct examination of returns, who must know how to determine 
income, and apply the law to a determination of income and deduc- 
tions. The other people are people who receive the money voluntarily 
submitted. 
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Mr. James. So that a man who analyzes a tax return and is ex- 
pected to make a determination through his own judgment-—— 

Mr. Anprews. The auditors. 

Mr. James. As to whether that tax return should be further in- 
vestigated. He is part of the enforcement staff? 

Mr. Anprews. That is right. 

Mr. James. As well as the man who goes out into the field and 
interviews a taxpayer and examines his books. All of these men 
are of the Enforcement Branch? 

Mr. Anprews. That is right, sir. 


TRAINING IN PRIVATE UNIVERSITIES 


Mr. James. Now, Mr. Andrews, don’t colleges or universities or 
business schools generally have an established standard course of 
instruction which would be satisfactory for your academy work ? 

Mr. Anprews. I cannot answer that question categorically because 
some schools do have courses in income-tax instruction. However, 
those courses are more general than siutable to our particular needs. 
What we envision is a twofold approach to the problem. We have 
set up certain standards for a man to qualify as an internal revenue 
agent. He must have 314 years of experience in accounting. Now 
we will substitute for 3 years of that graduation from a school in ac- 
counting course which may or may not include income tax instruction. 
Usually, it does. 

Now, what do we propose to do, however, is to collaborate with the 
school which is selected, the staff of that school, in seeing to it that 
they get specific instruction as to income and tax enforcement of the 
type that our people have to have, that we think they have to have, 
in order to be good field agents or revenue agents, as we call them. 

Now, in addition to that, however, we may find a man who is other- 
wise acceptable to us but whose business education has not been as 
well rounded as we think it ought to be. In that case, we would give 
him some specialized instruction to make good that deficiency, so that 
in addition to having a specialized instruction in the type of job we 
want him to do, he would also have a well-rounded business education 
so that when he goes into a taxpayer’s office to consult him about his 
tax returns and examine his returns, he can meet that taxpayer on an 
equal basis, with an understanding of his business, with an under- 
standing of the practices of business generally, and of course, with an 
understanding of what he is looking for, so that he can do this thing 
as quickly as possible and not have a lot of lost motion in the process. 

Mr. James. With an understanding of what he is looking for—that 
is the thing I am trying to find from you, whether there is any univer- 
sity or college or any place in this country that can teach a man that. 
I would like to go off the record for a few minutes. 

( Discussion off the record.) 


ESTABLISH MENT OF A TRAINING ACADEMY 


Mr. Passman. Mr. Commissioner, what progress have you made 
with respect to establishing the academy for training your personnel ? 

Mr. Anprews. What progress have we made ? 

Mr. Passman. Yes. 
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Mr. Anprews. We have not made any progress at all for the reason 
that we cannot make a move until we are satisfied that you gentlemen 
agree with us that this is a good thing to do and we have not even nego- 
tiated with a college or university yet. We are going to talk toa great 
many of them, obviously. It is going to be a tough decision to make. 
But until we are satisfied that you all think this program is a proper 
program and a desirable one, we have just got to sit tight. 2 the 
meantime, we have prepared, in order that we may not be confronted 
with this every year, we have prepared language for the revision of 
the Internal Revenue Code that will recognize the propriety of this 
thing and authorize us to engage in it. The language that would be 
adopted by you in this bill would take care of us so far as this bill is 
concerned. 

Mr. Passman. You would not need additional legislation? 

Mr. Anvrews. Not for this year, but we would need legislation to 
make it a continuing program until such time as the Congress might 
want to chop it off, hick I hope they would not do. 

Mr. Gary. Would the gentleman yield? Is it your plan to have 
some college give a course similar to the course given at Rutgers 
University for the bankers? 

Mr. ANprews. It would be. It would be, I would say, generally 
similar, a specialized course. 

Mr. Gary. I do not mean the same course, but you plan to make 
an arrangement with a college to train your personnel similar to the 
arrangement made by the bankers of the United States for the train- 
inet banking personnel at Rutgers. That is the general idea; is it 
not 

Mr. Anprews. That is exactly right. 

Mr. Gary. So the plan has | re tried in banking and also, I be- 
lieve, in industry. 

Mr. Passman. You will prescribe the course? 

Mr. Anprews. Yes, sir. 

Mr. Passman. You will first ascertain from the university you are 
considering whether or not they would teach the course as you pre- 
scribe it ? 

Mr. Anprews. That is right. 

Mr. Passman. Would you anticipate getting any college to accept 
your course as you prescribe it ? 

Mr. ANprews. My only difficulty, Mr. Passman, is that I am going 
to be selecting from those who will be willing to do it. What we 
are shooting at is this: There are two ways to approach this whole 
academy idea. One would be to set up our own academy. Very 
frankly, I would never recommend that because I would be afraid 
of its eventually becoming an empire-building proposition. I prefer 
to keep it on a contract basis with a college or university that has 
limitations upon it so that it will not become an empire proposition. 
The other way is to do it as I say, like we propose, by contract; and 
the primary purpose in doing that, aside from avoiding the empire 
building, is to put the teaching in the hands of people professionally 
qualified to teach. 

Mr. Passman. It is a splendid idea and I am going to support it. 

May I ask you this question, Mr. Commissioner? Are you request- 
ing funds in your 1955 request to start the program ¢ 
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Mr. Anprews. This 1955 budget as presented is ample to enable 
us to get started. We do not have to have any extra money. 

Mr. Passman. But you do not have a specific item for it in this 
budget 

Mr. Anprews. No, sir; we do not. I think it is only fair to say 
that as this thing progresses, it may conceivably become desirable to 
establish two buildings, one for instruction and one for dormitory, 
but that is not contemplated in the initiation of the program because 
we want to work with it and see how we are going to develop it. 

Mr. Passman. Off the record, Mr. Chairman. 

(Discussion off the record.) 

Mr. Passman. Mr. Commissioner, are you requesting any language 
change or funds in this request so as to establish the academy or enter 
into a contract to train the personnel ? 

Mr. ANprews. We are not requesting any additional funds. We 
can take care of it within the scope of the amount that we have re- 
quested in this budget. However, we think that we ought to add into 
the language of the act, the appropriation act, a limitation of $400,000 
on this type of expenditure because the General Accounting Office is 
of the opinion that they should have some language of that kind in 
— to make them entirely certain that it is the proper thing for us 
to do. 

Mr. Passman. In effect, any savings that you may be able to make 
in other departments, you are asking permission to expend up to $400,- 
000 on this program. 

Mr. Anprews. Yes; in general, that is true. 

Mr. Voursevt. Mr. Chairman, I want to follow along on that acad- 
emy subject because I anticipate its being something new, that it may 
be more than routine later on. It may be considered, possibly, by 
Members of the House. 

Now, as has been stated in order to get the record clear, there is 
possibly sufficient money in the budget before us, in the budget request, 
to carry the work along for the first year, is that correct? 

Mr. Anprews. That is right, sir. 

Mr. Vursett. Now, following that, can you give me an idea of 
what the probable cost will build up to in a couple of years, the annual 
cost in 3 or 4 years? Of course, that would depend on the number 
of students and the contract with the university or an educational 
organization or institution; but have you any idea how much it might 
run into in 3 or 4 years? 

Mr. Anprews. Mr. Vursell, I cannot imagine this program runnin. 
in the foreseeable future to more than $1 million and my guess oni 
be that it would be probably half of that because, you see, we are not 
going into a matter here of providing anything in the world except 
tuition. Now, we plan to run through this first school, this first year, 
250 students per semester or 500 students for the first year. That 
would mean 500 students in fiscal 1955. We estimate, although we 
éannot tell you that that is exactly what it is going to be, that that 
cost, is probably not going to exceed $375 per student, but that puts it 
well within the $400,000; but we will also have some travel ex pense 
theré involved in getting them there and getting them back. Obvi- 
ously, if we get to the point of 500 per semester, which we hope to do, 
which would be 1,000 a year, it would run double the amount the first 
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year. If Congress should decide that we might have our own instruc- 
tion building and our dormitory, you would have the cost of main- 
taining that. However, that does not run into big money either as 
to the outlay or as to the cost of maintenance because again, in order 
to save money, I would want to take those buildings and put their 
operation under contract to the university because they can usually 
do it a lot cheaper than we can. So I do not see any possibility of 
this in the foreseeable future amounting to more than $1 million a 
year and considering the size of our activities and what industry 
spends to train its personnel, I think that what we have in mind is a 
modest sum for being sure that we get and train the right kind of 
le. 

Mr. Gary. Will the gentleman yield ? 

Mr. Vursewi. I have just one other question that I want to bring 
in right here. Have you in mind that the trainees in this school, or 
that the trainees to be sent to this school, or college, would be begin- 
ners, new men, or would they be selected from those who were already 
in the Federal service? 

Mr. Anprews. Initially, we would have in mind giving the training 
only to new recruits. However, as we progress, I think it would be 
a proper thing to assimilate into our total maximum student body a 
certain number of our people already in the service in order to give 
them the advanced training that they should have in order to push 
them along. That, of course, would have to be on a merit basis. In 
other words, if you had a particularly outstanding person who had 
done a good job and you wanted to get him ready for his new respon- 
sibilities, send him there for advanced training. We would expect to 
move into that aspect of the program, I would say, within 3 or 4 or 5 
years, but in the meantime we have such a tremendous job of rebuild- 
ing just our revenue agent field force that I would say for 4 or 5 years 
we will have to concentrate on these new recruits coming in. 

Mr. Voursett. I will yield to Mr. Gary. I have some other questions. 

Mr. Gary. I wanted to know, what length of course do you antici- 
pate for these men? 

Mr. Anprews. One semester, generally. 

Mr. Gary. Which would take approximately what length of time? 

Mr. Anprews. Four months. May I supplement that, amplify that 
statement a little? You will bear in mind, of course, that while we 
are now talking about a program coming up to strength, you should 
not get the idea that once you get up to strength you do not need the 
school because we will have annual attrition of about a thousand peo- 
ple,a normal attrition. We are not going to be training all the people 
we take on by a long shot, not in the beginning. We will after we 
reach proper level and the normal attrition starts taking place. 


BEGINNING SALARY OF AGENTS 


Mr. VurseitL. May I ask you, what is the starting salary of the 
new beginners? 

Mr. Anprews. The present starting salary of a beginner is about 
grade 5, $3,410. Grade 5 is where we propose to start. Grade 7 is 
$4,205. Grade 9 is $5,060. 
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Let me give you some interesting information about that. We 
find ourselves in a rather peculiar position. First of all, we are in 
competition with business generally. The very minimum of offers 
to these young men of the kind we want is $3,600; to the outstanding 
of them, $4,200. My own personal opinion is that we are not going 
to be able to start these men under grade 7. I think we will find that 
our program will fail if we try to start at grade 5 because I do not 
think we will get the men. industry is competing too much for them. 
My feeling is that in a very short time that after these men make the 
grade, we are not going to keep them; we expect to have a 15- to 20- 
percent mortality in the course—then we are just not going to keep 
those fellows because we think we are going to have all we can take 
care of. 

Now, I would like to point out, and this is off the reeord—— 

(Discussion off the record.) 


QUALIFICATIONS FOR AGENTS 


Mr. Vursett. What are the educational and background qualifica- 
tions for one to enter the revenue service now ? 

Mr. Anprews. We require now 31% years of accounting experience. 
A man who has had 314 years of accounting experience with a good 
firm is pretty well up to what we call senior status if he is with a good 
firm under proper direction. We will substitute, however, a bachelor 
of science degree for 3 years of that. 

Mr. Vurseiui. It would seem to me, and this is for the record, that 
you are going to have trouble in getting men even if you set this up, 
this advanced training, so to speak, and the training that you think 
they should have, unless the salaries would be much higher than the 
present starting salaries. 

Mr. Anprews. We anticipate that, Mr. Vursell, and frankly if it 
happened we will have to meet it, but as I said to Mr. Gary a moment 
ago, regardless of the training academy program we are going to be 
faced with that anyhow. 

Mr. Vurse.L. This question may seem political but I am trying to 
clarify this question of salary. It is my opinion, and I would com- 
pliment the Commissioner if he is following out that policy in jobs 
of these categories, that they wy to be strictly selected from the 
applicants, even now, on merit. I assume that you are on the merit 
system ? 

Mr. Anvrews. Everything is under the civil service register. 

Mr. Vursett. All right. 1 realize that it will take some time to get. 
your house in order and I hope it does not take too much time, but I 
do know in some departments and possibly some are still lingering in 
your department, there are those that are in a position to push certain 
= off because they are of the wrong political complexion now. 

realize that it may take quite some time for the department head to. 
correct that, but I feel it exists in some departments and I am fearful 
it might exist in the case of occasional exceptions in your department. 
I had something come up that made me think of that right recently 
with reference to somebody who wanted to get on as a tax accountant 
and who had been previously in the Service. I had taken that up with 
one of the members of your department in whom I have confidence. 
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EMPLOYMENT OF WOMEN 


Another question and I will be finished. Would women be eligible 
to this? Are women eligible for these jobs now in the field, collectors, 
or is it the policy to have men only hired? Would they be eligible’ 
Would they be eligible in this new setup ? 

Mr. ANDREWS. Mr. Vursell, my answer to that is this: We do em- 
ploy women revenue agents now. As far as that is concerned, that 
is from within the service, of course as Mr. Delk has just reminded 
me. As far as I am personally concerned, I have no objection to the 
employment of women revenue agents per se. I find, however, that 
our people over there tell me that as a matter of experience it does 
not mak out too well for a number of reasons. One of the principal 
reasons is a biological one. The women look forward to marriage, 
most of them, and you can easily spend a lot of money in training a 
woman to be a good revenue agent and then first thing you know you 
will lose her before she has really begun to pay off. Therefore, we 
would have to approach the question of whether we are going to use 
women in this program with a great deal of consideration. I will 
say to you frankly that we have not come to any conclusion and let 
me repeat, that as far as I am personally concerned, there is no preju- 
dice against women. I would like to be able to use them because 
a good woman revenue agent is mighty hard to beat. The difficulty 
is that you just find it difficult to hold on to them. 

(Discussion off the record.) 

Mr. Gary. As I understand your policy, these men would be em- 
ployed by the Bureau before they went with this academy ? 

Mr. Anprews. Subject to completing the course, however. They 
— paid while they are there but they would have to make the 
grade. 

Mr. Gary. They would be paid while they were there engaged in 
taking the course. 

Mr. Anprews. That is right. 

(Discussion off the record.) 


COST OF ACCOUNTING 


Mr. Sieminsxi. Mr. Commissioner, can you tell us what the cost of 
accounting is to the Federal Government in handling the outgo of its 
cash, er what the total cost of accounting is to the Federal Govern- 
ment 

Mr. Anvrews. No, sir; I donot. I wish I did. 

Mr. Sreminskt. As I understand your department, you take care of 
the collection of cash ? 

Mr. Anprews. That is right, sir. 

Mr. Steminski. And of course, if we were in balance, one would 
think, am I not right in assuming, you being the meticulous person 
you are, that you should be given everything needed to control the 
efficient cash inflow we require, that you should receive as much co- 
operation as is given to control cash outgo? Is that not a reasonable 
assumption ? 

Mr. Anprews. That is right, sir. 
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Mr. Steminski. And the outgo of cash is generally handled through 


a great streamlined, traditionally organized agency or agencies and 
institutions—banks, insurance firms, agents, instrumentalities, all 
over; can we strike any rough comparison between the cost of con- 
trolling the outgo of money, accountingwise, as against your cost in 
taking it in? 

Mr. Anprews. I would like to answer your question this way: 
First of all, our accounting as such is not of the complicated variety. 
It is relatively simple, as a matter of fact. It is a mass of detail, 
terrific mass of detail. Therefore, since it is simple and can be handled 
pretty much on the clerical basis, our accounting cost should not be 
relatively high. However, I think I told this committee last year that 
one of the greatest deficiencies of the Internal Revenue Service was 
its accounting system. It was pretty bad. It is still not good. We 
are improving it and we will have it in shape. 

Mr. SteMINskI. Suppose I were to use the word “accounting” 
suppose I were to take license with the word “accounting” to cover 
anything used to bring money into the till, and to use the same word 
“accounting” to mean anything used to justify and check the outflow 
of Uncle Sam’s cash, which would cover your collectors in the field, 
your refunds, returns, and everything else under a license use of that 
word, I should imagine you would come out quite favorably, would 
you not? 

Mr. Anprews. I will say so because let me point out to you—I am 
just making a rough calculation here. In our situation, we handle 

th the getting in of the money, the enforcement of the tax laws 
through audit and so forth, and the tax-collection problem, all for 
about one-third of 1 percent. I do not know any business in America 
that does as well as that. 

Mr. Steminsxt. I think it is a wonderful point of information and 
I appreciate having it; to my knowledge, business breaks itself down 
into 3 general branches: production, sales, and administration ; most 
firms in America allow 4 to 9 percent of their gross income to adver- 
tise and promote their sales or bring money in, and here you tell us 
it is less than 1 percent. 

Mr. Anprews. About four-tenths of 1 percent. 

Mr. SreminsxI. So there should not be reluctance on the part of the 
Congress to give you all the money you need to come within the scope 
of the industrial level to give us possibly more money, not through 
greater Gestapo efforts but through greater education, schooling, or 
whatever you want to call it, to enlighten the public to enhance the 
trust that they have, that here is integrity to the nth degree in the 
United States; and if we lose their willing consent to pay, you can put 
the key in the door; we will be out of business; people will bury 
= money and you will have to start looking for their cash, like 
refugees. 

oy coal AY Incidentally, I said, four tenths of 1 percent—to be 
exact it was 38.5 cents for each $100 for the fiscal year 1953. 


ACCURACY IN PREPARING STATEMENTS 


_Mr. Steminsxt. I think that is a comparison that should stand up 
like a beacon at night to guide us in our debates in giving you the 
funds you need, not only to get the money—we are not out to crack 
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the bey eta to make the feeling of integrity in Government glow 
among the people, that you are doing the job, and want to do it because 
it eases the tax burden on them ultimately if everyone is made to feel 
he is pulling his weight in the boat. 

Mr. Commissioner, how do you find the accuracy and conscien- 
tiousness in terms of filing accurate reports among the certified public 
accountants of America for the accounting statements that they sub- 
mit for stockholders and others? ' 

Mr. Anprews. Of course, when you ask me, a certified public 
accountant, and past president of the American Institute of Account- 
ants, a question like that, I must immediately point out that you 
would hardly expect me to give you a wholly objective answer. But 
T will tell you this: If you will just stop for a minute to consider the 
number of business enterprises in America and the number of audits 
and tax returns that are filed or made annually by the certified public 
accountants, and the almost infinitesimal number of breaches of faith 
by certified public accountants, you could pretty nearly give them 
wings. 

Mr. Sreminsxt. As a former member of the New York chapter of 
the National Association of Cost Accountants, I, too, have a great 
respect for the accountants of America; here is an institution that, to 
my knowledge, has not been under assault in the public mind in our 
generation. Has it? 

Mr. Anprews. I do not think you will find it so. 

Mr. Gary. Can’t you give us poor lawyers a plug, too? 

Mr. Anprews. I was going to add, Mr. Gary, apropos of your ques- 
tion, that we have a very fortunate situation in this country. In the 
first place, the vast majority of American taxpayers come up to the 
counter at the end of the year and say, this is what I figure my income 
and this is the tax on it and here it is. And we are distinguished as 
people in that respect because, frankly, our record is outstanding in 
the world. And without it, our tax system would have collapsed 
jong ago. 

Now, why do we have that? First, the innate honesty of the Ameri- 
can people. There they have innate respect for their obligations as 
citizens, as taxpayers; and secondly, the fact that if you will examine 
our records, you will find that out of all the tens of thousands of tax- 

avers, tens of thousands of tax practitioners, let me say, before the 

evenue Service, accountants, lawyers and everyone else, that the 
number of people who get off side is infinitesimal. 

“Mr. Stemrnskt. In this academy of yours, should you not have great 
help from these certified cost accounting firms, these big ones, in 
helping you lay out a curriculum in their respective divisions? Would 
you not use their people as your counselors? 4 

Mr. Anprews. We do not have to rely entirely on the big ones. We 
have this advisory committee of which I spoke in my opening state- 
ment consisting of lawyers and accountants and tax executives; and 
this advisory group is very much in this picture of what the curricu- 
lum ought to be. They are going to advise us. 

Mr. Sremtnskr. T hate to appear to be a doubting Thomas, but the 
good will of Americans in my generation has been held up as some- 
thing that people abroad have seemingly taken advantage of. In 
Switzerland I am told, it means your eyeteeth to get any banking in- 
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formation on depositors. Switzerland has been the cashbox of Europe 
in all of its wars. Do you think that this school can possibly become 
an object for penetration by those interested in pirating our economy, 
in obtaining information by having access to corporate operations, 
not just the balance sheet that goes to the stockholders, but the in- 
timate little checks and vouchers that mean the survival of a firm if 
known to a competitor, at home or abroad? Do you foresee that you 
can keep closed that loophole to prevent a man working for you, hav- 
ing gone through this school, from accepting a job with private or 
alien industry after a certain period of time? The danger is there. 
Unfriendly people have ever been with us. Reds have penetrated owr 
lities ; could this school of yours be an innocent but calculated target 
to find out the inner workings of American industry to our detriment ? 
Mr. Anprews. Not ary more than is presently in our system. 
Every revenue agent today has as much access to the things that he 
examines as any graduate of this school will have. And I think I 
can say to you that certainly as far as anybody has been able to show 
up to this time, there has never been a finger of suspicion in this respect 
to a single official connected with the Revenue Service. I think we 
are singularly free of it. 
Mr. Sreminskt. A magnificent statement and a magnificent record. 
Sir, I like your statement with reference to your personnel level and 
morale. I like the way you highlight the need for top morale. Do 
you think that another war and another Korea or any emergency is apt 
to knock your morale and the source of your supply of personnel into 
a cocked hat unless we have uniform civil-service requirements? I 
am thinking particularly of the Newark area where, during the Korean 
fighting, I talked on the ground with people, let us say, with X rating 
in the Revenue Department who could go down the road and with the 
Armed Forces and at once be stepped up in their ratings for the same 
work. If that is allowed to continue in emergency times, this academy 
and everything else is going to be just a feeder for the armed services 
and private industry. Can we stop that? 
Mr. Anprews. I doubt that very seriously, Mr. Sieminski. My own 
feeling about it is that first of all we must recognize that any emer- 
ency situation creates a problem of that kind for any agency of the 
Gonctnaent that has good people in it. It creates a problem, as a 


matter of fact, in that there is a oe for personnel because 


that is what your main problem is and that is something to contend 
with. That is a matter we have to deal with on a separate basis. I 
think the simple and short answer to your question is that we would 
be faced in an emergency of that kind with exactly the same situation 
that we have been faced with in the past when Similar emergencies 
have arisen. 


MECHANIZATION OF TAX-COLLECTING PROCESS 


Mr. Stemrnsk1. Is it possible, sir, that when people file their income 
tax they could go—if industry keeps pace with this problem of ours— 
somewhere and have an electronic eye or a puncheard tax return made 
so that from the point of origin it then becomes a system of classifica- 
tion so that you have the minimum amount of backlog? Do you feel 
that industry is on the ball in trying to mechanize the difficulties, and 
there are great ones, that you are trying to overcome in your 
operations ? 
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Mr. Anprews. I think there is no question about that. 

Mr. Sremrniskr. Are we fair in our approach in the Internal Rev- 
enue Service to our citizens, and fairness gives us the cement of faith 
in tax returns, particularly in our system of taxation in our offshore 

ossessions and islands? Have we done anything on the Virgin 
slands, Puerto Rico, Alaska, Hawaii? I notice you mention these 
cases abroad ; but do you know whether the Government is making an 
effort to draw in, reef in those inequities that we discussed a year ago? 

Mr. Anprews. I understand that the Treasury Department is con- 
scious of the problem there and on matters of tax policy I am quite 
sure they have been considering it because we do not get into that 
question of tax policy. We know what we are doing, but it is their 
decision and we stick with the enforcement aspects of it. 


SENDING AGENTS ABROAD 


Mr. Gary. Will the gentleman yield right here? You stated that 
you are sending agents abroad to help our citizens residing abroad 
with their tax returns. Has that been done in the past ? 

Mr. Anprews. In a limited way in the past. We are putting out 
this year about three times as many people as we have in the past. 

Mr. Gary. But do you have that experience of the past to go on? 

Mr. Anprews. Definitely. We have half a million people abroad in 
the world. That is why we got up this little folder to explain to the 
people abroad what their obligation is. 

Mr. Gary. I think that it isa good program. 

Mr. Anprews. That program was worked out with the State De- 
partment. They told us—we found out from them—who these people 
are, where they are, and where help is needed. We have gotten re- 
turns and information out to them. 


MICROFILMING 


Mr. Stemrnski. In your program of filing these returns, do you 
think it would be useful to do any microfilming on some of these cases ? 

Mr. Anprews. Microfilming would not do us a great deal of good. 
We have had rather extensive studies on it and every study up to this 
time has resulted in a negative recommendation for technical reasons 
which I can go into if you want me to. 


HANDLING OF INQUIRIES 


Mr. Sremrnskt. Let me ask this general question. If it develo 
that it is a political question, I will scratch it because I will not use the 
committee to plant a delayed action bomb. 

Do you think, Mr. Commissioner, that you had adequate adminis- 
trative allowances to give prompt answers to letters sent to your De- 
partment with reference to any tax problems? Should a person wait 
as much as 3 months for an answer from the Internal Revenue Depart- 
ment to an inquiry ? 

Mr. ANnprews. Let me say this to you concerning that. The fact 
is that there has been a very substantial speeding up of the handling 
of mail from taxpayers. But I think we all ought to recognize one 
thing and this is where most of your complaints come from and again, 
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considering the number of letters we get, the number of claims—the 
number of complaints is really not many. I do not like any, of 
course. I would like to eliminate them all. But we are reducing them. 
The bulk of them arise during this heavy taxpaying season. If you 
could walk into a Revenue Director’s office at any time from February 
1 to March 15, you would understand that because they get their 
mail in sacks. The post office does not know whether it is a letter 
from a taxpayer or a return and we just cannot hire enough people 
to process all of that mail every day. Consequently, xnuieilie 
you will have a taxpayer who will write a letter right in the middle 
of that busy season or instead of walking it over and handing it to 
them, that letter will be delayed in getting answered. That is where 
your complaints usually come up. We have one office and we have 

en right on their necks about it, that seems to be a bit habitual 
about slow response to correspondence. We are getting that cleaned 
up. Otherwise, as far as I know, the situation is not too bad. 

Mr. Steminskt. But suppose a man who has a refund claim in, writes 
a letter and he figures that he has equity on his side, and everything 
else, and that the money in that refund could help him in his cur- 
rent business—say he is a very small little operator. Do you think 
3 months is an unreasonable time for him to wait in view of the heavy 
load that you have? 

Mr. Anprews. Speaking generally, the answer to that is that it 
ought not to take 3 months but I would remind you of this, Mr. 
Sieminski, that we find from experience that when you look into 
these complaints you very often find that the blame is not entirely 
on the side of the Revenue Service. As a matter of fact, the vast 
majority of all the complaints that we get, when we look into the 
facts, we find that we have only gotten half the story. 

Mr. Steminski. So you would assume before you committed your- 
self by answer, you would want to have your field investigation ready 
so that a complete and forthright statement could be given. This 
idea of saying, “Thank you for your letter, we are investigating this 
problem and we will write you when we have an answer’—it is as- 
sumed that the person’s letter will be delivered to you and the reason 
he is not getting an answer is that you are investigating and when 
you have the facts you will let him know that the delay is not 
deliberate. 

Mr. Anprews. We have a rule that when we get a complaint that 
cannot be answered immediately, an acknowledging letter goes out 
right away and then the matter is investigated. You take a matter 
like that, if somebody wrote and said, I wrote a revenue agent at such 
and such a place, or the Director, rather, of such and such a place 3 
months ago and here is a copy of my letter, I have not gotten an 
answer to it; we would take the matter of that kind and immediately 
contact that Director and say, What is wrong? What is the answer 
to this?) And we would give the taxpayer a statement of what hap- 
pened. If we are wrong and negligent, we would apologize and 
promise not to let it happen again if we could help it. We regard a 
thing of that kind as something worthy of top-level attention. 

Mr. Sreminski. Thank you, Mr. Chairman; thank you, Mr. 
Commissioner. 
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CUTS IN APPROPRIATION FOR 1948 


Mr. Canrtetp. Commissioner, I want to make an additional state- 
ment for the record at this time regarding the cuts in the appropria- 
tion for the Bureau of Internal Revenue for the fiscal year 1948. I 
think I should make it in all fairness to the committee as it was consti- 
tuted at that time and to the Congress itself as it was at that time. 

A substantial cut was made in the appropriation. It was reported 
ou. by unanimous vote of the subcommittee and reported out - the 
unanimous vote of the full committee. No amendment to raise that 
amount was projected on the floor of the House and a record vote was 
had on the matter resulting in a unanimous count of all those present. 

Now, on the subsequent year, when Mr. Snyder appeared before us, 
with his new request for the Bureau of Internal Revenue, it totaled 
just the same as the amount voted by the Congress for 1948 and he 
was questioned by this subcommittee on that score. He said that 
President Truman had requested in an earnest effort to cut back on the 
budget for 1949 there be no increases in the funds requested by Fed- 
eral agencies unless there was an emergency. 

Mr. Gary. If I may interject, Mr. Chairman, off the reeord—— 

(Discussion off the record.) 

Mr. Canrievp. The committee stands adjourned until 9:30 o'clock 
tomorrow morning when we will resume with the examination of the 
Bureau of Internal Revenue. I hope the committee has in mind the 
invitation that has been extended to us to attend luncheon at the 
Pentagon as guests of the Secretary of Defense, Mr. Wilson. Pre- 
sumably we will leave the Capitol shortly after 12 o’clock. 


Tuespay, Fepruary 2, 1954. 
CONGRESSIONAL INVESTIGATIONS 


Mr. Gary. Mr. Commissioner, what effect, if any, are these con- 
a investigations into fraud for back years having on your 

epartment ? 

Mr. Anprews. I am glad to answer that question and answer it very 
frankly. I should like, however, in view of what I must say in order 
to be honest about it, to have it clearly understood that nothing that 
I say is intended as criticism of anybody or of any committee, but 
merely to give = the information as I see it. 

Very natura IY, those investigations require of us a great deal of 
work. Obviously such investigations cannot very well be carried 
on without their coming to us for certain information. Naturally, 
when that happens it means that important officials and employees of 
the revenue service have to devote their time to delving into the past 
rather than dealing with problems of the present and future. 
Frankly, some of the requests that have been made of us have tied up 
large numbers of men for considerable periods of time and of course 
have cost a great deal of money. That is the frank aspect of it that 
I felt that 1 would have to give you, as I see it, and it caused me to 
make the reservation at the beginning that I do not want to be mis- 
understood as criticizing anybody, because what I am going to say 
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now may sound paradoxical. I feel, however, that the logical way 
to find out what has happened in the past as a basis for readjustment 
of what may happen in the future is through a congressional investiga- 
tion rather than through us. In other words, if somebody should say, 
“What is your choice, should these investigations be carried on by 
congressional committees or do you think you could do it?” My 
answer would be, “I think I could do it, all right, but that would 
take even more of our time than to have it done by congressional com- 
mittees.” 

Of course, I think we ought to take every step possille to assure 
that some of these things of the past will not happen again. I think 
that wrong ought to be ferreted out and sternly dealt with. I do not 
believe people who violate public trusts should be allowed to get away 
with it. For that reason [ have taken the position steadfastly that 
any request that is made of us, regardless of how costly it may be 
to us—and bear in mind when I speak of cost I am not thinking of 
what it costs us to do it, but the revenue we lose when we have to 
abandon our current activity in order to do it—I feel whenever a 
request of that kind comes to us we should do everything we possibly 
can to give the committee what they want. We will continue to do 
that; I think it is the right thing to do. 

However, no one should close their eyes to the fact that faced with 
this reorganization and management, we naturally do not have too 
many people to do our current work. We are shorthanded. And yet 
I am in favor of the congressional approach to the problem because a 
congressional committee has the power of subpena, it has the power of 
examining under oath, and it can do a lot more than we can do and 
in my opinion more effectively. As Mr. Delk has pointed out, there 
are certain disclosures we are forbidden by law to make, but a con- 
gressional committee can get the cat out on the ridge pole. 

That is the way I feel about it, and I hope I have said it in such a 
way as not to offend anybody. It may sound to some as a paradoxical 
position, yet it is not a position but my observation. 

Take the matter of management. Sooner or later we have to get 
into it, and this is a good place to mention it. One thing that a lot 
of people do not realize is that in moving as we have to a type of 
organization of the revenue service that is appropriate to its obliga- 
tions, its duties, and its mission, we are practically rebuilding our 
house from the ground up. Under the old system practically all 
authority was centered in Washington. Every final decision of any 
moment was made in Washington. As a result, the people in the 
field, even the high officials in the field, never really had very much 
opportunity for the exercise of their discretion; never had a manage- 
ment job in the sense that we envision it now and in the sense that 
we are putting it in effect. Without meaning anything derogatory 
of people in the field, we have had to take 64 directors and their 
assistants and 9 regional commissioners and their assistants and teach 
them to —— top-level responsibility. We have given them the 
authority to do the job we have imposed on them, but it is a tough job 
to take 182 grown men who have aoe in this business all their lives 
and convert them to the point where they are willing to accept the 
responsibility for running the integrated revenue service in their 
areas and make the decisions that have to be made. You just do not 
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change men from their former status to their present status overnight; 
it takes time; and anything that slows down the process to convert 
those men is bound to be discouraging. The same is true of our own 
shop in Washington. f t 

Coming back to your original question, I think a congressional in- 
vestigation is the logical way to get at these things in the past, and 
whatever may be our stringencies, we nevertheless want to give them 
all the help we can and we have done that. Our relations with the 
investigating groups have been very pleasant. 

There have been instances of individual Members of Congress 
who have an investigative instinct where we have been handicapped 
because under Executive order we cannot respond to the demands of 
an individual Member of Congress, but can only respond to the de- 
mands of a committee, and even in those cases sometimes we are lim- 
ited. But to the fullest extent possible we have tried to cooperate and 
will continue to do so. 

Mr. Canrretp. Commissioner, I do not see how you can be criticized 
properly for the statement you have just made. To summarize, it is 
your viewpoint that these investigations are costly to the Bureau, but 
insofar as principle is concerned and insofar as production is con- 
cerned, they may be very wholesome and the Congress has the weapon 
that the Bureau itself does not possess to do the job properly? 

Mr. Anprews. That is exactly right. May I add just one thing as 
a matter of basic principle. I think we discussed this matter briefly 
last year when we were here. Shortly after we came into office, Mr. 
Folsom, the Under Secretary of the Treasury, and I had a discussion 
on this point, what were we as a Revenue Service going to do about 
it. We decided as a realistic matter that we should devote our atten- 
tion primarily to getting our house in order, to rebuilding it and 
providing proper organization and proper management and not let 
ourselves get involved in things of the past which would cost far more 
money than it would cost a congressional committee and would in ad- 
dition cost us loss of revenue. We concluded that we would leave any 
investigations to the committees of Congress and give them all the help 
we could, but as far as we were concerned we would move forward and 
not try to unearth the past. We felt committees of Congress could do 
a better job and that our job was primarily an operating one. 


PUBLIC INFORMATION 


Mr. CanrteLp. Commissioner, you gave us some idea of public re- 
lations as applied to your Bureau, and yesterday you mentioned in 
your statement that you do have a small public information staff 
charged with the responsibility of improving public understanding of 
Federal tax laws, ot so forth. Can you tell us now how many people 
are employed in this activity ? 

Mr. Anprews. Including all clerical people, there are 11. This 
group occupies about three rooms in our setup. They are literally 
swamped with inquiries from newspapers and others about rulings 
and decisions and soon. We have consistently, from the very begin- 
ning, had a rule that our public information people are under no cir- 
cumstances to do anything that might be even faintly regarded as 
propaganda or promotion of the Bureau as an organization. In other 
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words, we have no program to sell in the sense that we want to get 
public sentiment behind some spending project that we want to carry 
on. We do not allow any blowing up of any individual. We concen- 
trate on the revenue service as such. These ger arrange all m 

ublic appearances, my field visits with our folk, they get out the rul- 
ings and decisions, and they handle all types of public information. 
I personally think it is a relatively salt organization. Frankly, I 
came into the Bureau with an idea of abolishing anything that was 
there in the way of public relations, because I have an aversion to the 
so-called public relations sort of thing. My aversion arises from the 
fact that I had observed in the past large staffs and large sums of 
money spent to propagandize. 1 found our people were not doing 
that. So I came to the conclusion that, properly organized, a public 
relations staff is indispensable to our revenue service. 


WORKLOAD DUE TO SOCIAL SECURITY, AGRICULTURAL LABOR, 
SELF-EMPLOYED, AND WAGERING TAXES 


Mr. Canrie_p. Commissioner, can you prepare for us a general 
statement on your workload due to social security, agricultural labor, 
self-employed, and wagering taxes? 

Mr. Anprews. Yes, we will do that. 

(The information requested is as follows :) 

As a result of the extension of the social security taxes under the 1950 amend- 
ments, the Internal Revenue Service annually receives about 2,200,000 reports 
from household employers, 620,000 reports from agricultural employers, 220,000 
from other newly covered employers (Federal Government, nonprofit, Puerto 
Rico, Virgin Islands) and 4,100,000 reports from self-employed individuals. This 
total of 7,140,000 reports represents an increase of more than 60 percent over the 
previous workload. Inasmuch as 11,200,000 reports were received from indus- 
trial and commercial employers covered before the 1950 amendments, this makes 
a total of about 18,340,000 reports received as a result of the social security taxes. 

During the calendar year 1953, the Intelligence Division expended approxi- 
mately 100 man-years on the investigation of wagering tax cases from the crimi- 
nal standpoint and completed 764 criminal cases. Inasmuch as no additional 
manpower was authorized for the wagering tax program, we have not been able 
to devote more manpower than this to the enforcement of the wagering taxes, 
even though the above figures do not represent more than a fraction of the 
potenial workload. 


NUMBER OF REVENUE AGENTS AND COLLECTION OFFICERS 


Mr. Canrietp. Commissioner, how many revenue agents and col- 
lection officers do you have presently and how many will you have 
during fiscal year 1955 if you receive the full amount of your appro- 
priation request ¢ 

Mr. Detx. As of December 31, 1953, we had 7,921 revenue agents 
and 8,643 collection officers. 

Mr. Anprews. You wanted to know also how many we would have 
next year ? 

Mr. Canrietp. Yes. 

Mr. Deix. The budget next year would provide for 9,311 revenue 
agents and 8,572 collection officers, an increase of, I would estimate, 
about 1,500 revenue agents and not essentially any more collection 
officers than we now have. There is a reason for that. If you wish, 
I shall go into that. 


DEFINITION OF REVENUE AGENT AND COLLECTION OFFICER 


Mr. Canrtetp. Yes. In doing so, will you be good enough to define 
what you mean by revenue agents and what you mean by collection 
officers ? 

Mr. Dex. I would like to explain the origin of the words “collec- 
tion officer” in order that I may explain its application. Before re- 
organization there was a title known as deputy collector of internal 
revenue. Their duties entailed both the audit of small returns as 
well as the collection of delinquent accounts of taxes already de- 
termined. They also were the ones we generally used to go out and 
find out whether a person had made a return at all. 

Under the reorganization we are attempting to separate the audit 
activities from the clerical and collection activities. The reason we 
are not asking for more collection officers, who are the successors to 
the former deputy collectors, is that as we move the audit activity 
into a single organization where we will get uniformity of audited 
returns, we will take out of what has heretofore been known as col- 
lection officers those who are qualified to examine returns, and move 
them over into the auditing activity as revenue agents. Further- 
more, until we have become more current in determining the delin- 
quent accounts, we are not at this time certain how many collection 
officers for strictly collection work we will ultimately need; but we 
are convinced from what we know now of their qualifications, that we 
will probably end up with enough collection officers to take care of the 
delinquent situation without increasing the number. 

The thing I would like to point out is this: The number of collec- 
tion officers from this year on will have no comparability with what 
was formerly known as deputy collectors or collection officers in this 
and prior years. I am glad of the opportunity to point this out be- 
cause it has been a matter before the committee year after year. After 
this the figures will not be comparable because this is the beginning 
of a separation of functions. So that in regard to the number of 
collection officers for next year, we are confined to those on the rolls 
now, holding the line at that until we have determined the workload 
after we separate the two functions. 

Of course, this does not disturb the work that has been done by 
revenue agents. It is, however, added to that workload and there will 
be an increase in the number of revenue agents disproportionate to the 
amount of the appropriation, because actually there is a conversion of 
title from collection officers to revenue agents as we move those quali- 
fied over to audit work. 

Summarizing, our figures for how many revenue agents we will have 
for fiscal year 1955 and how many collection officers we will have for 
fiscal year 1955 will not be relatable to the amount of appropriation 
because there is a change in the location of workload and the people 
as they are designated on the rolls in doing that work. 

Mr. Canrrevp. Off the record. 

(Discussion off the record.) 


INCREASE IN AGENTS 


Mr. Canrretp. Yesterday I believe the Commissioner referred to 
an increase of 650 agents for the new fiscal year, yet you refer to 


1,500 additional agents that can be used under the appropriation 
for the new fiscal year. Will you explain that? 

Mr. Deck. When I stated we would have an estimated 1,500 more, 
I was referring to our present day strength on the rolls as compared 
to those on the rolls for 1955. As of today we are below our strength 
provided for by the appropriation for 1954. So that in 1955 we 
would have about 1,500 more agents than we have today. Our appro- 
priation for 1955 will provide for about 645 more agents in 1955 
than we expect to have on the rolls on June 30, 1954. 

Mr. Anprews. In other words, that is on top of bringing ourselves 
up to strength this year. That means we would have more revenue 
agents in 1955 than we have now by reason of two factors, both bring- 
ing ourselves up to strength between now and the end of this year, 
and the addition of 645. 


LACK OF AVAILABLE REGISTERS 


Mr. Canrrie.D. The difficulty you have encountered during the 
present fiscal year is the lack of available registers; is that right? 

Mr. Anprews. They just were not to be had. The registers were 
old and out of date and when we tried to get people off of them we 
just did not have any luck, so we had to establish new registers. 


AVERAGE SALARIES OF REVENUE AGENTS AND COLLECTION OFFICERS 


Mr. CanFietp. Commissioner, can you tell us now—perhaps this 
is repetition—the average salaries of revenue agenia; also the average 
salaries of collection officers under the Bureau / 

Mr. Awnprews. The present average salary of revenue agents is 
approximately $6,122, and for collection officers, $4,843. 


PERSONNEL ENGAGED IN COLLECTION OF DELINQUENT TAX ACCOUNTS 


Mr. CanrteLp. Commissioner, can you tell us how many personnel 
you now have engaged in the collection of delinquent tax accounts? 

Mr. Anprews. That comes, Mr. Chairman, to the thing I discussed 
yesterday that has us all fouled up—those statistics of the past and 
present, where the line is drawn between collection and audit. Maybe 
Mr. Delk can give you a better answer on that than I. 

Mr. Detx. I refer to my statement in regard to former deputy col- 
lectors. The procedure was to have these men take a certain number 
of returns which they would examine when they had an opportunity. 
They would also be assigned a certain number of delinquent accounts 
which they would collect when they had an opportunity. And they 
would be assigned a certain number of names of persons who formerly 
made returns who, for some reason or other, dropped off in making 
returns. There was no way of separating the time they spent on each 
operation. Therefore, we do not have good management statistics on 
how much time went to auditing small returns, to collecting delinquent 
accounts, and to following up on delinquent returns. I might say 
we are working on a system to provide that, but it will be nearly 2 

ears before we can get our system installed so as to know what time 
is spent on each of these functions. 
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Mr. ANprews. In other words, Mr. Chairman, one of the great 
deficiencies of our accounting system has been that it does not enable 
us to come to you and say that it costs so much for collection effort and 
so much for office auditing and so much for field auditing and so 
much for investigations. That is being provided, but, as Mr. Delk 
says, it will take some time to work it out. This is a terrifically big 
thing. Maybe somebody reading the record will say, “Why do you 
not get to work on this thing and get it straightened out?” There 
again, it is a matter of assigning priority in accordance with impor- 
tance. I like to see good accountng, but, after all, accounting is an 
auxiliary activity, and while we have not neglected our accounting, 
we are concentrating our effort on improving our operating activities 
and. we will bring the accounting into line as soon as we can. It isa 
matter of putting first things first. 


COLLECTIONS FROM WAGERING TAXES 


Mr. Canrretp. What late figures do you have on the collections from 
wagering taxes? 

Mr. Anprews. They have been better since the Supreme Court 
decision holding the wagering tax law constitutional, but they still are 
not good. Off the record. 

(Discussion off the record.) 

Mr. Dex. In 1952 there was about $5,345,000 collected; in 1953, 
$10,502,000. That includes gambling stamp tax and the excise tax. 


COST OF COLLECTING WAGERING TAXES 


Mr. Canrreip. Commissioner, are you prepared to say anything 
for the record at this time concerning the probable cost for these col- 
lections ? 

Mr. Anprews. I can say the same thing about this item, Mr. Chair- 
man and gentlemen, that I said a moment ago about our whole ac- 
counting setup. We do not know under our accounting setup—and 
until we get our ic grsgere | system squared away we will not know— 
just what it costs us to collect the gambling stamp tax and wagering 
tax. It is integrated with other enforcement activities. However, 
this should be said: That you will recall Congress has never appro- 
priated anything for the enforcement of either of these taxes, and to 
whatever extent we spend time on those two we are taking away from 
the enforcement of income tax and other taxes that produce real 
money. That isa problem which we simply have to fit into our whole 
budget picture. 

Mr. Canrievp. Off the record. 

(Discussion off the record.) 

Mr. Canrtevp. Mr. Gary. 


TAX ENFORCEMENT 


Mr. Gary. Mr. Chairman, I notice that the figures which have just 
been stated are considerably at variance with the estimates that were 
made when this tax law was first passed. I remember that, at that 
time, a request was made of our committee for $20 million to enforce 
this tax, and we were told, at that time, that it was estimated that the 
tax would yield approximately $400 million. Our committee did not 
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feel that it would yield anything like that amount and we did not feel 
that we were justified in authorizing the Bureau to set up a special 
division to enforce the tax. We felt that the enforcement could be 
handled along with other taxes that were imposed, and consequently 
we denied the request of the Bureau. From the figures that have just 
been cited it looks like we were right in doing so. 

Mr. Anprews. If I may add a word, Mr. Chairman, I would like to 
endorse completely what Mr. Gary said at the tail end of his statement, 
The returns just do not justify it. I have serious doubts whether $20 
million or several times $20 million would ever produce $400 million 
or $100 million. The gambling transactions undoubtedly loom very 
large in this country, but getting at it is a matter of very intensive 
enforcement and the Revenue Service is not prepared to undertake it, 
for reasons that you understand as well as I do. 

Mr. Canrtevp. Mr. James? 


GAMBLING-TAX LAWS 


Mr. James. Of course, I have never felt that the proposal to license 
gambling was any good at all, first, because in those States where 
they have gambling laws and in cities where there are ordinances 
against gambling, it is a question as to whether or not a man can buy 
a stamp and make it valid in a State where there is a law against 

ambling. So I have never felt that licensing gambling was good 
aw. I can understand trying to get a bite out of the profits of a 
gambler; if that is the way he makes his living there is a call upon 
him to pay taxes on what he earns the same as there is a call upon me 
to pay taxes on what I earn. Legitimate taxes on his earnings is one 
thing, but this matter of a gamblers’ stamp, I think, is silly and 
should be abolished. Off the record. 

(Discussion off the record.) 

Mr. Anprews I would like to give you a practical illustration of 
how this gambling-tax law works as far as we are concerned. Re- 
cently we were notified by the prosecuting attorneys of one State that 
they had some five huadend-oce people up for violation of gambling 
laws of that State and it would be impossible for them to convict 
those people unless we permitted our men to get on the witness stand 
and testify that they sold stamps to these 500 people; each of them, 
mind you; you cannot try people en masse. 

T said, uMy goodness, gentlemen; I do not have enough people in 
your entire State to undertake a thing of that kind. If I have to put 
my people on the stand to help you enforce your local laws by bringing 
in evidence the taxes paid to us, you completely disrupt the collection 
of other taxes by us in your State.” 

Of course, you might say, as I said, Why do you not change the law 
so that we do not have to get on the stand and testify but could merely 
furnish you a certified copy of the receipt given to this man. That 
would not work. They had to have our people on the stand. 

The prosecuting people have gone on the radio, television, and news- 
papers and have said I was uncooperative and acting in an arbitrary 
and officious manner. Where in the world would I be if I had to do 
that all over the United States? 

Mr. Delk reminds me there is a bill in Congress that compels me 
to put my people on the stand in those cases. 

42490—54 88 
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Mr. Gary. Will the gentleman yield? 

Mr. James. Yes. 

Mr. Gary. [have had a feeling from the beginning that this law was 
enacted not as a tax measure but as a measure to stop gambling. The 
——+ laws are State and local laws and however laudable it ma 

to stop gambling—and I do think there is entirely too muc 
gambling in the United States—it is a matter that should be handled, 
in my judgment, by the local authorities rather than by the Federal 
authorities. Certainly if we are going to use Federal authorities to 
enforce laws against gambling, we should not use the Revenue Bu- 
reau, because its function is to collect revenue and not to enforce 
criminal laws. 

Mr. James. I think Mr. Gary has said in very much better words 
what I wanted tosay. That is all. 

Mr. Anprews. In other words, as I see it the gambling tax laws are 
police statutes. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Canrtevp. Mr. Sieminski ? 

Mr. Stemrnski. No questions, 

Mr. Canrrexp. Mr. Vursell? 

Mr. No comments, 


REVENUE SERVICE-TAXPAYER RELATIONSHIP 


Mr. Canrtetp. Commissioner, you are to be commended on one of 
your many fine statements of yesterday : 
We want every revenue employee to be trusted and respected by the taxpayers, 
and we want every taxpayer to know that every employee is there to help the 
taxpayer determine his correct tax. 
This is a standard that most certainly meets the approval of this 
committee, and we want to encourage you in your efforts in this 
direction. Off the record. 

(Discussion off the record.) 


REDUCTION IN REGIONAL OFFICES 


Mr. CaNrretp. Commissioner, as I recall you told us last year that 
you were not too happy about the geographical lineup of the revenue 
districts. It is noted now you have reduced the number from 17 to 9. 
What are the facts on which you made the determination that these 
district or regional offices should be reduced ? 

Mr. Anprews. The reason we did that was a relatively simple one, 
and it goes back, for illustration, to a situation that existed before 
reorganization when the matter of control was such a difficult one 
due to the great number of offices that had to be controlled. When we 
came to consider the setup under the reorganization, we concluded 
first of all that 17 districts were just entirely too many districts for us 
to keep track of; that the Leal thing to do was to reduce them to a 
workable number. You know the old triangular rule in the military 
organization that limits the control of any military officer to three. 
It has gotten beyond that now, and I think rightly so, because three 
is probably too few. But our main reason there was to conform to 
what had been found good practice on the part of businesses operating 
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on a nationwide basis. So we went into a consideration of, if 17 is 
too many, how many do we need? We had to choose between a mini- 
mum of 6 and a maximum of 9. We decided to move conservatively 
and go to the establishment of nine regions. 

In the establishment of those 9 regions instead of 17, one of our 

rimary considerations was the matter of balancing the workload. 

nder the old setup of 17 regions, we had workloads that ran all the 
way from 1 million to 11 million returns, or a ratio of 10 to 1 as be- 
tween regions. Now the spread is between 6 million and 11 million, 
which is more workable on a mass operation basis. 

Of course, geographically entered into it to some extent and the nine 
we finally laid out and delineated seemed to be workable from the over- 
all a point of view, it seemed to be workable from a geo- 
graphical point of view, and of course was workable from the point of 
view of the workload assigned to each region. 


DISTRICT OFFICES 


You get below the regional level to the district level. There is 
one or more district offices in every State. 

Mr. CanrieLp. By the way, Commissioner, is the number still the 
same ¢ 

Mr. AnpREws. 64. 

Mr. Canrtebp. Still the same? 

Mr. Anprews. Yes. I want to discuss that a minute, because the 
Kean committee raised the question that 64 was not necessary. Very 
frankly, we raised the same question in our own minds, but we felt 
we had to have the regional situation straightened out before we 
revised the district setup. Some States have more than one district 
office. The question in my mind, as in the mind of the Kean com- 
mittee, was whether we need all those districts. I am frankly not pre- 
pared to answer that question at the present time. We do not know 

et what we want to do about that. But we do know this: We feel that 

aving a minimum of one office to every State is desirable. I would 
not want to remove a district office from a State with a relatively 
small number of taxpayers and put those taxpayers in another State. 
I would rather leave a district office with a relatively smal] workload 
in a State of small population than to abolish it and put it under 
some other State. I think we would have justifiable repercussions 
we could not defend if we did that. 

However, there are States where we have a district office and under 
the original reorganization plan we had both a Director and an As- 
sistant Director. We do not need both in every State and conse- 

uently we are moving toward the abolishment of the position of 
Raristant Director in several States. We still leave the Director 
there, but if there is not work enough for 2 top executives there is 
no point in leaving 2 there. You are not hurting anybody by removing 
the excess, 

We also have to streamline or tailor our organization in a State 
with a relatively small workload to fit that workload. Consequently, 
our organization on the district level is in every case either in pro- 
portion to the workload or we are looking toward getting it that 
way, so that we will not have as elaborate an organization in a State 
with a small workload as in a State with a large workload, but basic- 


ally the organization will be the same. 
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WORKLOAD IN REGIONAL OFFICES 


Getting back to the regional setup, we have the regional setup on 
a basis now where we have about as level a distribution of workload 
as can be had, and with 9 regional commissioners we find we can work 
with them all right without a burden on the Washington headquarters. 


LOCATION OF REGIONAL AND DISTRICT OFFICES 


Mr. Canrretp. Will you be good enough to insert at this point in 
the record a statement showing what changes have been made in your 
regional setup and also the locations of your 64 district offices ? 

r. ANpDREws. Yes, sir. 

(The information requested is as follows :) 


Regrouping of internal revenue district offices to reduce number of regions from 17 to9 


Prior to July 1, 1953 Effective July 1, 1953 
Regional office Districts Regional office Districts 
Florida, Georgia, North Caro- |} Atlanta. Alabama, Florida, Georgia, Mis- 
lina, South Carolina, Canal sissippi, North Carolina, South 
ne. Tennessee, Canal 
ne. 
Connecticut, Maine, Massachu- || Boston... No change. 
setts, New Hampshire, Rhode 
(Chicago ‘and Sprin Chicago Ilinois 
Chicago... nois (Chicago and Spring- || Chicago........ (Chicago and Spring- 
eld), Wisconsin. field), Michigan, Wi sin. " 
Cleveland ...| Ohio (Cincinnati, Cleveland, || Cincinnati -_._- Indiana, Kentucky, Ohio (Cin- 
Columbus, Toledo) cinnati, Cleveland, Columbas, 
Toledo}, Virginia, West Vir- 
ginia. 
Dallas............| Texas (Dallas, Austin), Okla- || Dallas_........-- Arkansas, Louisiana, New Mex- 
homa. yo Oklahoma, Texas (Dallas, 
ustin). 
New York. ....-. Metropolitan New York (3 dis- || New York......| New York State (Albany, Buf- 
triets). falo, Brooklyn, Lower Man- 
hattan, Upper Manhattan, 
yracuse). 
Denver... Arizona, Colorado, New Mexi- |} Colorado, lowa, Kansas, Minne- 
co, Utah, Wyoming. sota, Missouri, (Kansas City, 
St. Louis), Nebraska, North 
— South Dakota, Wy- 
4 oming. 
Philadelphia. __.. Delaware, New Jersey (Cam- || Philadelphia__..| Delaware, Maryland, New Jer- 
den, Newark), Pennsylvania sey (Camden, Newark), Penn- 
Philadelphia, Pittsburgh, sylvania (Philadelphia, Pitts- 
cranton), burgh, Scranton), District of 
Columbia, Puerto Rico. 
Los Angeles__.... California (Los Angeles, San || San Francisco...| Arizona, California (Los Angeles, 
Francisco), Nevada, Hawaii. San Francisco), Idaho, Mon- 
tana, Nevada, Oregon, Utah, 
Washington, Alaska, Hawaii. 
Buffalo_.........- New York State outside New |j-.-..--.---------- Attached to New York regional 
York City (Albany, Buffalo, office, 
Syracuse). 
Baltimore_.._...- Maryland, Virginia, West Vir- ||.........-.-.-.---- Maryland, Puerto Rico, and Dis- 
ia, Puerto Rico, District trict of Columbia under Phila- 
of Columbia, delphia regional office; Virginia 
and West Virginia under Cin- 
cinnati regional office. 
office. 
Birmingham ---_- Alabama, Mississippi, Louisiana.||_................- Alabama and Mississippi under 
Atlanta regional office; Loui- 
under Dallas regional 
office. 
St. Paul..........| Iowa, . Minnesota, Nebraska, |/-.........-..--.--- Attached to Omaha regional 
North Dakota, South Dakota. office, 
Seattle........... Alaska, Idaho, Montana, Ore- ||............-.----- Attached to San Francisco re- 
gon, Washington. gional office. 
St. Louis......._- Arkansas, Kansas, Missouri ||.............-..-- Arkansas under Dallas regional 
(Kansas City, St. Louis), office; Kansas and 
under Omaha regional office. 
Louisville. Indiana, Kentucky, Indiana and Kentucky under 


Cincinnati regional office; Ten- 
ey under Atlanta regional 
office. 
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Regrouping of internal revenue district offices to reduce number of regions from 17 to 9— 
Continued 


LOCATION OF OFFICES 


| 
Regional offices District offices | Regional Offices District offices 
A ta: New York: 
Atlanta, Ga.._......_- Atlanta, Ga. New York, N. Y.....-| Albany, N. Y. 
Birmingham, Ala. Brooklyn, N. Y. 
Columbia, 8. C. Buffalo, N. Y. 
Greensboro, N.C. Lower Manhattan, N. Y. 
Jackson, Miss. Upper Manhattan, N. Y. 
Jackson ville, Fla. Syracuse, N. Y. 
Nashville, Tenn. Omaha: 
Omaha, Aberdeen, 8. Dak. 
Boston, Mass-._------ Augusta, Maine. Cheyenne, Wyo 
Boston, Mass. Denver, Colo. 
Burlington, Vt. Des Moines, Iowa. 
Hartford, Conn. Fargo, N. Dak. 
Portsmouth, N. H. Kansas City, Mo. 
Providence, R. I. Omaha, Nebr. 
Chicago: St. Louis, Mo. 
Chicago, Ill. .........- Chicago, Il. St. Paul, Minn. 
Detroit, Mich. Wichita, Kans, 
Milwaukee, Wis. || Philadelphia: 
Springfield, Lil. Philadelphia, Pa_.....| Baltimore, Md. 
Cincinnati: Camden, N. J. 
Cincinnati, Ohio_____. Cincinnati, Ohio. | Newark, N. J. 
Cleveland, Ohio. Philadelphia, Pa. 
Columbus, Ohio. Pittsburgh, Pa. 
Indianapolis, Ind. Scranton, Pa. 
Louisville, Ky. Wilmington, Del. 
Parkersburg, W. Va. San Francisco: 
Richmond, Va. San Francisco, Calif...| Boise, Idaho 
Toledo, Ohio. Helena, Mont. 
+ Honolulu, T. H. 
Dalles, Tex..-.......-. Albuquerque, N. Mex. Los Angeles, Calif. 
Austin, Tex. Phoenix, Ariz. 
Dalias, Tex. Portland, Oreg. 
Little Rock, Ark. | Reno, Nev. 
New Orleans, La. Salt Lake City, Utah. 
Oklahoma City, Okla. San Francisco, Calif. 
Seattle, Wash. 


has 2. 


Mr. Gary. 


Yes. 


Mr. Gary. Will the gentleman yield? 
Mr. 
Mr. Gary. In those districts where you have a comparatively small 

workload, they are the less populous districts and therefore the 

regional director has a geographical problem; is that not true? 
Mr. ANpReEws. 
Mr. Gary. He has a large area to cover and not so many returns, 
whereas in New York, where you have a great many more returns, you 
have a smaller area to supervise. 
Mr. Anpvrews. That is right. New York has 3 offices; Ohio has 4; 
South Dakota has 1, and South Dakota is a pretty large State; Texas 


Mr. Gary. I was speaking of the regional offices. 
Mr. Anprews, I beg your pardon. 
instance, will have varying areas to cover. 


Your regional offices, for 
For instance, the San 


Francisco, Calif., region—we designate the region by the city in 
which the headquarters is located—has 8 States and 2 Territories. 
There are a number of wy cities in that area and we have 
numerous directors there. The combination of your regional setup 
and your district setup makes it possible to have a workable organiza- 
tion and we are rather well pleased with the way it is working. I 
would not like to leave you with the impression, however, that it is 
static, because it is not. In a State with a low workload, no matter 
how efficiently we organize, we will still have a higher cost of opera- 
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tion than in a State with a higher workload, because the opportunity 
for mass operation is not there. We will get to the irreducible mini- 
mum there. The principle that applies there is the same principle 
that applies to a company whose plant is loaded from the back door 
to the front door with machinery and everything that can be produced 
is being produced, as compared to a plant with a whale of a lot of area 
and not filled up. You can expect your overhead cost to be lower in 
the plant that is fully occupied and higher in the one that is not. 
We are conscious of that and are working on keeping it down as low 
as we can. 

Mr. Gary. That is all. 

Mr. Canrretp. Mr. James? 

Mr. James. No questions, Mr. Chairman. 

Mr. Canrietp. Mr. Sieminski ? 

Mr. Stemrnskr. No. 

Mr. Canrtevp. Mr. Vursell ? 


REVENUE OFFICES IN ILLINOIS 


Mr. Vursetx. Mr. Commissioner, T assume you have 1 regional of- 
fice and 2 district offices in Illinois, or do you have just the 1? 

Mr. Anprews. We have 2 district offices in Illinois, 1 at Springfield 
and 1 in Chicago. 

Mr. Vursetu. I know that Tlinois pays about one-sixth of the taxes 
of the Nation, so I can see why we need two. Are you acquainted with 
the background of the former Director of Internal Revenue, Mr. 
Vaughn, who was at Springfield and who is now in the Washington 
office connected with your Audit Division ? 

Mr. Deik. We think we are pretty well acquainted with him. 

Mr. Vursett. He is not an Illinois product, I do not believe, or do 
you know ? 

Mr. Anprews. I do not know that I can tell you where he came from. 

Mr. Vorseti. That is not important. I know he had charge for 
a year or 2 of the Springfield office out in Tilinois, and I had occasion 
to take up with him—I think it was in 1952 or 1953, I do not know 
which—2 or 3 honest complaints from men in the field. I found him 
to be the most expeditious, the most courteous, and one of the most 
efficient men I have ever contacted in public service. TI had occasion 
to call him recently on a matter with reference to the district of 
Springfield, and found that he is now the head of the Audit Division. 
When they said Vaughn, I thought maybe that was my Vaughn. I 
found him to be the same type of public relations man, efficient and 
courteous. I just wanted to pay him that sort of a compliment. He 
did straighten out one honest complaint which pleased people, and he 
did it quickly, out in my district, and that is the first complaint I ever 
had to straighten out. 

Mr. Anprews. I would like to say that as much as we regretted 
taking Mr. Vaughn out of Springfield—and we hope to find a good 
man to succeed him—we found he was everything ‘that you say he 
was, and then some, and that was the reason we brought him to Wash- 
ington and put him in charge of the Audit Division, which puts him 
in charge of all the auditing function all over the country. He has 
already done an excellent job and. he has only been there a month or 


it 
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less. We think he is a very valuable addition to the headquarters 
staff and moving him from the field to the headquarters staff conforms 
to a policy which I have discussed before, I believe last year. We 
found among other things we had a very peculiar paradox in the 
policies in the revenue service in that, contrary to the experience of 
practically every nationwide enterprise, our Washington office was 
manned by people who knew practically nothing about the field from 
practical experience. Consequently, we have embarked upon a pro- 
gram of staffing the headquarters office by promotions from the field 
whenever an opportunity to do so arises. We not only have Mr. 
Vaughn in charge of the nationwide audit program, but we have Mr. 
Fleming, former regional commissioner at Dallas, here, and we pro- 
pose to bring more people from the field into the Washington office 
on the theory it would be difficult for anybody at the Washington 
level to know what should be done in the field unless he has been there 
himself. So Mr. Vaughn’s transfer to Washington was a major step 
in that direction. 

Mr. Vursetxi. Off the record. 

(Discussion off the record.) 

Mr. Gary. Mr. Chairman, I would like to ask one more question. 

Mr. Canrtevp. Mr. Gary. 


CONSOLIDATION OF PHYSICAL OFFICES 


Mr. Gary. I remember when the reorganization plan was first pre- 
sented to this committee, we were told that the plan contemplated 
that eventually they would get around to the point of consolidating 


the district offices. They explained they would not be able to accom- 
plish that overnight, but that was a part of the plan. I noticed in 
the Richmond paper the other day a statement that the Richmond 
District Office is looking toward the consolidation of its various offices 
in Richmond. 

Mr. Anprews. That is physical consolidation, getting them all 
under one roof? 

Mr. Gary. That is exactly what I have reference to. I am wonder- 
ing what progress has been made in that direction ? 

Mr. Anprews. We have a very interesting story to tell you about 
that at the present time. We have consolidated literally hundreds of 
offices already. We have a long way to go. Richmond happens to 
be one of the two worst cities in the country. We have seven offices 
there. The same is true in Cleveland, I think. In some cities we 
have been able to get them all together. In others we probably never 
will get them all together until we have our own buildings. 

In Austin, Tex., we found a person—two people, in fact—down 
there who built a very fine building and rented it to us at a price, 
including all the facilities needed for that climate, heat and air con- 
ditioning, at a rental rate that positively astounds me. I could not 
touch it in Richmond before I came up here. And the best part of it 
is that after a certain period of time the building is ours and we have 
not paid any more for it than what I think is a bargain rental. I 
hope we can do that in other places. I realize that this housing 
problem perhaps assumes economic importance in terms of perhaps 
waiting in some places until there is need, if there ever should be, for 
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some public works program that would solve it. I hope such need 
will not arise. But there are some situations we can no longer go 
along with. We are fouled up terribly in Richmond. 

Mr. Gary. I knew the Richmond situation was bad and I was glad 
to read that you were looking into it. 

Mr. ANprews. There are 3 groups there who are offering property. 
The proposal of each of the 3 would be good for us if the GSA 
approves it, and I sincerely hope we can get one of them approved so 
that we can move to the correction of that situation, because it is 
era on? horrible now. I do not want to appear to favor Richmond, 

owever, because we have other bad situations too. 

Mr. Gary. I was not asking solely as to Richmond but I am familiar 
with the situation there. 

Mr. Anprews. I can report progress on it. 


BACKLOGS IN APPELLATE DIVISION AND TAX COURT 


Mr. Canrtretp. Commissioner, you indicated a substantial decrease 
in the backlog of work in the Appellate Division and the Tax Court. 
Will you discuss at this time that picture a little more than you 
presented it in your statement of yesterday ? 

Mr. Anprews. Yes, I am very happy to, because that, of course, is 
the keystone of our whole operation, the business of getting these back- 
logs out of the way and getting ourselves on what we would call a 
current basis. We have to start, however, not at the appellate level 
but at the revenue agent’s level. 

One of the features of the reorganization plan was the abandonment 
of the old conference idea whereby when the taxpayer had reached 
an impasse with the tax agent he went into conference. We have now 
the group-chief conference plan. Under that plan the agent brings 
the taxpayer in to confer with the group chief when the agent is 
unable to reach a settlement with him. That seems to be a good plan. 
We have reports from numerous areas where the number of settle- 
ments made at that level is substantially increasing. We have not 
solved the problem everywhere. In some places it is not working 
too good. That is due, I think, to personnel difficulties which we 
have to work out. Again, we get back to the matter of making men 
managers who had not previously had that responsibility, teaching 
them how to get work out of people without attempting to do the work 
themselves. At the agent level we are getting more negotiated settle- 
ments. There are fewer appeals from the findings of the agents, which 
is the beginning of our whole audit process. This is due largely to 
the fact that we have encouraged our people to make decisions and 
have given them authority to make decisions. Of course, there is a 
danger that such a grant of authority and such a policy as I have 
enunciated might lead some to be more liberal than they should be. 
That is a matter we have to watch. I see no evidence at the present 
time that that is happening, but it is something we are watching to 
see that it does not happen or, if it does happen, that it be kept to a 
minimum. 

We have encouraged our people to deal justly with the taxpayer and 
not to take the position the Government is never wrong and that the 
taxpayer is always wrong. The Government can be wrong sometimes 
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because some of these matters are matters of judgment. We are get- 
ting more settlements at every level. We are getting a great many 
settlements from the group chief and fewer cases are going to the 
appellate level, and therefore fewer are going to the Tax Court. 
Therefore, the Tax Court docket should continue to decline. 

Right there there is a little gimmick I think we should be conscious 
of, and that is that there is some evidence that there has been some 
decrease in the number of cases audited due to justifiable causes, and 
it could be that a reduction in the number of cases before the Appellate 
Division and before the Tax Court is due to the fact that not as many 
cases are reaching those forums, and that that is due to the fact we are 
getting more settlements or that we are not getting as many cases. I 
am not certain on that at the moment, but I think I can say that we 
have now turned the corner on the question of decline in production 
and we are now beginning to look up to the point where we will get 
more production. We will press for as many negotiated settlements 
as possible to the end there may be less litigation. We have a tremen- 
dous backlog of appellate work both that has reached docketed status 
and has not reached docketed status. There are $1.7 billion of taxes 
involved in those cases. 

Going back to what I said yesterday, there has not been a program 
of staffing to provide succession for the people we lose that has en- 
abled us to keep our staffs up to proper strength and to keep the kind 
of people available that we ought to have, people capable of handling 
complex and difficult matters. Therefore, we have decided as a 
matter of absolute necessity that we have to go through our revenue 
agent group and pick some 200 to 250 of the best we have and assign 
them to appellate work to dispose of this backlog, and we estimate 
we can thereby convert a lot of this $1.7 billion into ready money. 
We know what we have to work with at the appellate level. We 
know how much taxes are involved and we know how much we can 
turn into money; and therefore we think it is better to concentrate on 
this appellate backlog and work that down to a tolerable level as soon 
as possible. 

Mr. VursevL. Mr. Chairman, may I ask a question at this point? 

Mr. Canrievp. Mr. Vursell. 

Mr. Voursetx. As I understand, about $1.7 billion is the backlog 
that the appellate staff is working on? 

Mr. Anprews. That is where the big bulk lies. Some of that is 
still in the appellate division where it is under discussion and has 
not gone to a docketed status. A 90-day letter has not been issued 
and the taxpayer has not replied. It also consists of everything that 
has reached the docket of the Tax Court. That amounts to $1.7 billion 
and that is what we are trying to work on, to get that work current. 

Mr. Vurseww. I think you are wise in driving for that at the pres- 
ent time. Off the record. 

(Discussion off the record.) 


EFFECT OF NEW MANAGEMENT 


Mr. Vourse.t. Do you feel, Mr. Commissioner, that the change of 
bringing new management at the very top level and under the to 
level has stimulated the thousands of men in the field? I ask this 
question because generally when a new regime comes in people expect 
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new ideas and those working in such an organization are not quite 
so certain. They all want to make good and they move a little faster 
and probably a little more efficiently. Have you found something 
along that line, or have you not? 

Mr. Anprews. My answer to that is definitely “Yes.” I have been 
moving over the country visiting field offices. I have now visited over 
half of them and that, incidentally, has been right much of a job, 
doing that and keeping track of what is going on here in Washington 
and attending to things that come u Sonn day to day; but before 
this year is over I will have covered all of them and will have started 
on the second circuit. I find, in talking to our people and from letters 
that come from them and letters that come from the public, that 
there is definitely a new spirit on the part of our people. I do not 
mean to say we do not have our troubles, or that there are not some 
who are bucking. You do not change the habits of people overnight. 
In some aspects, we found a definite resistance to change. Gradually, 
I think, that is changing. 

Mr. Taylor has recently come back from visiting the field. I would 
like him to tell you what impression he gets of the Revenue organiza- 
tion as he has seen it, because he is a practitioner and has been at it a 
long time and he might add to my impression that we are getting a 
better spirit and more drive from our people. 

Mr. Voursett. Mr. Taylor, will you comment along the line the 
Commissioner has suggested ¢ 

Mr. Taytor. I found the situation, during my travels around the 
country, improving considerably. In any large wholesale move or 
reorganization, uncertainties among the individuals are created, un- 
rest, and so on. I find that that is settling down materially. I also 
find, as the Commissioner has stated, that the informal conferences 
with group chiefs are in most instances proving successful. I find 
among the appellate staff a renewed eagerness on the part of both the 
Commissioners people and our people to dispose of cases, to work 
ee harmoniously, and to serve in that respect the taxpaying 

ublic. 

r For instance, we had on 1 calendar for trial before the Tax Court 
about 118 cases, and the staff people disposed of all of the cases except. 
1 without trial. So I do find a new vigor among the people charged 
with settling cases, a renewed desire to get them disposed of, and I 
think the Service in that respect has improved materially in the last 
few months, materially from that which I observed during the course 
of my private practice in Chicago. 

Mr. Vurseti. That is all, Mr. Chairman. 


SALARIES 


Mr. Canriecp. Commissioner, does the Bureau have any program 
leading to increased salaries for personnel of the Internal Revenue 
Service, particularly those engaged in front-line enforcement? 

Mr. ANprews. We have a very definite program in that respect 
which has two aspects. No. 1, I personally feel, as I indicated yester- 
day, that in order to attract the kind of people we want we will have 
to raise our sights on what we are willing to pay them, because whether 
we like it or not we are in competition with business for the type of 
people we need and we have to meet that competition. 
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From the overall aspect I feel that outstanding ability should be 
recognized when it is observed; that a man or woman should not be 
held back by some artificial law, rule or regulation which provides 
promotion on a time basis. In other words, if I had a grade 7 man I 
felt could carry the responsibility of grade 11, I should want authority 
to put him in grade 11, and the best interests of the Service and of 
the people of this country are not served unless I can do that. Com- 
ing from private business, I want ability put where the responsibilities 
are equal to that ability. 

To be more specific, we are working with the Civil Service Commis- 
sion to improve the situation as to all categories of our employees; all 
along the line. Obviously we cannot undertake an upward movement 
of salaries in the Internal Revenue Service unless that is consistent 
with the policy of the Government as a whole. We do not expect the 
Government to do anything special for us. All we expect it to do is 
to recognize that we have a problem of having to meet competition 
and to let us meet that competition. On the overall situation we find 
the Civil Service Commission very helpful, and also on the specific 
situation we find them very helpful. Our relations are very good. 
Obviously we have to raise the sights of our people all along the line. 
There are certain automatic increases, and it is my understanding 
that the operating departments of the Government are expected to 
take care of those increases by effecting economies in other directions. 
That is possible within limits, but that is not the complete answer. 
That is a problem we are working on and I think we are making 
progress on it. We know we have to do something about it; we cannot 
stand idle. 

We found, for instance, that a great number of our people, thou- 
sands of them, were being required to do the work specified for a 

ade 2 or 3 steps above the grade which they were qualified for and 

or which they were paid. We are correcting that. The Civil Service 
Commission is especially helpful in that. We are getting these people 
classified in accordance with the work they have demonstrated their 
ability to do. We are working it out as fast as we can and where 
we have done that the morale is increasing tremendously. 

On the question of morale, I do not find any decrease in morale as 
a result of the reorganization. Generally people like what we are 
doing, but they are unhappy—and I do not blame them—when they 
are asked to work at grade 7 when they are doing the work of a grade 
9. We are trying to correct that and the Civil Service Commission 
is helping us. 

RESULTS OF KEAN COMMISSION 


Mr. Canrtevp. I agree with that statement, Mr. Commissioner, and 
I can understand their unhappiness under the present scale. I will 
ask og this question: Did the Kean committee go into that situation 
at all? 

Mr. Dexx. Yes. They touched on that lightly. The King com- 
mittee went into that. However, the greatest amount of comment on 
that is in the Joint Committee on Taxation’s report of 1948. They 
strongly expressed themselves on the salaries of the revenue agents 
and stated that something should be done promptly to increase those 
salaries in recognition of the important work they were doing and 
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in order to acquire and retain better men for those activities. How- 
ever, there are some problems in connection with the civil-service laws. 
We are now working with the Civil Service Commission to determine 
the grade the jobs should be in. That is the first step of our program. 
The next point is, we are developing promotion standards for those 
men as a result of which they will know where they are going, on 
what basis they are going there, so that they can count on a salary that 
will permit them to live in a reasonable manner. That is important 
or they will not stay on the job. If a man cannot see a future that 
will compensate him for the knowledge and ability he has demon- 
strated he will not remain with the Revenue Service. 

Mr. Canrrecp. Currently and over a period of years you have been 
losing valuable men because of that situation ? 

Mr. Anprews. There is no question about it. 


DANGER OF LOSING ACADEMY GRADUATES 


Mr. Canriexp. Is it not also true that in this new school or academy 
you are projecting you are apt to train men for specialized work and 
then find private enterprise bidding for their services ? 

Mr. ANprews. I do not think that is apt to happen to a point to 
embarrass us if we handle the situation properly. Bear in mind that 
the vast amount of people who come to work with the Government 
stay. That has a direct bearing on what I said yesterday about not 
fearing turnover. Out of every 100 people who come to us to work 
there will be a certain number who are dedicated people. It is not 
money they are looking for but a pleasant place of employment where 
they can do something they feel is important and useful. I suppose 
the strongest desire of all people in the employee class is to be assured 
that what they are doing 1s worth while. Consequently, out of every 
100 people you will get a certain number of worthwhile people who 
are delighted to stay and make this their career, and they will not be 
unhappy even though they know they can leave the Government serv- 
ice ro get a greater salary. So long as they are treated right where 
they are, the lure of a greater salary will not bother them. But it is 
important that we have a proper relationship with them as employees. 
Just as we said on page 25 of our report: 

We immediately set out to improve personnel practices within the Service 
through the reorganization and revitalization of the Personnel Division of the 
national office. 

When we took over, the Personnel Division of the Service was 
nothing in the world but a clerical processing proposition. They were 
not engaged in any undertakings to improve the lot of the employees 
or to offer them a good situation. They were just there to handle 
the oo Le cae We have changed that and we have fewer people 
on the paperwork and more people who are trained in establishing 
good personnel policies. 

I am not worried about competition. All I am worried about is 
giving these people a fair starting salary and establishing an overall 
policy which enables them to aspire to the best job we have to offer. 

I have often said that that is why you cannot make the Revenue 
Service a patronage proposition. e very minute you say you are 
going to put certain jobs at the top on a patronage basis, then you 
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immediately limit the horizon and the feeling and the aspiration of 
the people you bring in there. You cannot say to a man when you 
pratt wg “Here is a good job,” and when he asks, “How far can I go?” 
say to him, “When you get up to here, 2 or 3 steps from the top, you 
cannot expect anything eollien than that unless you belong to the 
right party.” You can never build up a Revenue Service that way. 
They will not come, or if they come they will not stay. We cannot 
give them the full recognition that private enterprise can give them; 
the only thing we can give them is an opportunity to rise to a position 
of importance, and if you take that aspiration from them your whole 
collapses. 

r. CanrreLp. Commissioner, I think that is a morale-building 
statement and will be so received by your people in Washington and in 
the field. I think, too, it ought to receive the approval of the citi- 
zens and taxpayers of our country generally. 

Mr. Gary. Returning to your original question, Mr. Chairman, you 
asked if there was not danger of these men who will be trained in the 
academy being taken into private enterprise. If they should go into 
private enterprise, they very probably would go into tax work and 
that would be of assistance to the Service after all, so the training 
would not be lost. 

Mr. Anvrews. As I said yesterday, the most valuable assets we have 
outside of the Revenue Service itself are, first, the respect of the aver- 
age taxpayer for the tax laws and the willingness to comply with the 
laws, and secondly, the vast body of tax practitioners who help us 
do our job. 

Mr. Canrievp. Mr. Vursell. 


BEGLN NING SALARY OF AGENTS 


Mr. Vurseit. Will you state for the record the starting salary of 
agents in the field ¢ 

Mr. Dex. The starting salary at present is grade 5, which is $3,410. 
We do not get many of them. $4,205, which is the entrance salary of 
grade 7, is the present target we are shooting at. 

Mr. Vursett. Thank you. That isall, Mr. Chairman. 

Mr. Canrievp. Mr. James? 


OVERTIME PAY 


Mr. James. Are these agents and collectors paid for overtime 
worked 

Mr. Anprews. Generally speaking, no. 

Mr. James. Well, when you are undermanned and have a heavy 
workload you probably are in the position where, in the interest of 
the Service, you should work some of these people overtime; is not 
that true? In other words you have the money by reason of appro- 
priations for a certain number of men, but you are still understaffed. 

Mr. Anprews. In that connection, please bear in mind that one of 
our big problems of production is the fact that we have to do our 
work in the taxpayer’s office, and the taxpayer does not want you 
around there after office hours. It is not practical, therefore, to do 
the work that there is really money in for us except during the regular 
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hours of the day. We are confronted with the problem, in other 
words, of not being able to work overtime sometimes when we may 
want to because of conditions. I would like to say a word on that, 
gentlemen, because this is getting to be an extremely serious problem 
with us, we are losing men, and women too, with heart trouble. We 
are losing them so fast that it is absolutely frightening. We lost five 
in the last week or two. They are extremely valuable people to us, 
and they just work themselves into a knot. 

Mr. yf ved What classification of employees would they be? 

Mr. Anprews. They are usually men in your high echelon. For 
instance, last week, or the week before last, we lost a man in Chicago 
who was pretty high up in the organization; an extremely valuable 
man. In fact, he cannot be replaced. There is not another man in 
the United States inside or outside of the Bureau who has the special 
ability that man had. He seemed to be vigorous, but he was not. 

Mr. James. How old a man was he? 

Mr. Anprews. Fifty-two. 

Mr. James. Fifty-two? 

Mr. Anprews. Yes. 

Mr. James. I am asking that question because heart trouble is be- 
coming a pretty frightful thing in private business also. 

Mr. Anprews. Referring especially to this question of overtime 
when you get to the eople who are in a really responsible level in 
the Revenue Service they do not resort to overtime. They just go on 
and do the work. 

For instance, if you come down on Constitution Avenue any night 
you want to, including Saturdays and Sundays, and look up at the 
third floor in the building you will probably find every room in the 
front of the building on the third floor lighted. Nobody asked them 
to do that, but they are doing it because they have a job todo. They 
are no different from other people who want to turn in a good per- 
formance on their work. If they have work to do they either take it 
home to do it or come back and do it at the office. Now, when you 
come down to the lower echelon, with many exceptions, that is another 
story. If you have to work them overtime they generally want over- 
time pay, but the people who carry the real responsibility work over- 
time voluntarily. Iam frank to say that I have never worked in an 
organization, either as part of that organization or as an auditor from 
the outside, where I have seen as many people voluntarily working 
overtime as in the Internal Revenue Service. I have never seen any- 
thing like it in my life. 

Mr. James. There is not very much improvement in overall earn- 
ings in the Department by reason of the overtime that is available to 
them ? 

Mr. Anvrews. No, sir; there is not. 


NUMBER OF DISTRAINT WARRANTS 


Mr. Canrtevp. Mr. Commissioner, you indicate that the number of 
distraint warrants is steadily increasing, and that the amount of past 
due and unpaid taxes in this area is almost $1 billion. 

First, for the purpose of the record will you describe a distraint 
warrant, and then will you tell us a little bit more about this group? 
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Mr. AnpREws. Maybe I better let Mr. Taylor describe a distraint 
warrant, as he is a lawyer. 

Mr. Taytor. A distraint warrant is issued after a refusal to pay 
upon notice and demand by the Director, and that warrant authorizes 
the collection agent to seize property and offer it for sale in order to 
satisfy the taxes, after due publication of notice. It authorizes a levy 
on the property. 

Mr. Canrtetp. There is a court procedure involved ? 

Mr. Anprews. Not under the edministredive distraint proceeding. 

I can go on from there and tell you what is happening. The num- 
ber of warrants outstanding is increasing and, consequently, the ag- 
gregate amount involved is increasing for a very dongle reason, 
namely, because we are becoming more timely in the issuance of war- 
rants, we are not allowing accounts to go so long before we issue a 
warrant. 

That might suggest to you in that case that you have not enough 
people to collect these warrants after you issue them. 

If you remember the amount is growing, and the reason for that is 
this, in the first place we are not far enough along with the correction 
of that situation to have a firm decision at this moment. 

We do know this, that in the past a lot of people have been called 
collection officers who were also doing office audit work. Mr. Delk 
told you that for the present we are not contemplating any increase 
in the number of our collection people. The reason for that is that 
we hope, although we are not quite certain, but we do at least hope, 
that by taking audit work off of these collection people and putting 
it in the Audit Division, where it belongs, and not mixing up the two 
things, that we could thereby release these collection officers full time 
for the discharge of their collection duties, and that thereby we will 
be able to arrest this upward trend. 

Once we get current on it then it ought to begin to whittle down, 
and we ought to get back to a normal load. 

So, until we reach that point, the chances are that the number of 
warrants and the amount outstanding will continue to increase simply 
because we are more efficient in working out the warrant operation. 
Once we reach the top of the thing and begin to level off we are hope- 
ful that with the number of people we have we will be able to stay on 
top of the situation and then gradually bring it down to a tolerable 
level. Does that answer your question ? 

Mr. CanrteLp. Mr. Commissioner, do you anticipate that in the new 
year, the fiscal year 1955, you will get along some distance with this 
work ¢ 

Mr. Anprews. Yes, sir, I think we will. I think we are going to 
make progress on that. I would not like to promise you that we will 
actually reach the turning point in this fiscal year, but we are certainly 
shooting at it and going to try to do it. 

Mr. James. Anybody would be impressed by your statement a little 
while ago that, being an accountant, you believe in good accounting, 
and that you like to see good accounting. 

Mr. Anprews. Yes, sir. 
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COST OF AUDITING ACCOUNTS 


Mr. James. That statement was made in connection with a question 
that I think Mr. Gary posed asking about the cost, or requesting that 
a breakdown of cost be made for auditing accounts, working on de- 
linquent accounts, and running down failure to report by those who 
previously had made reports. Those were the activities involved in 
this question of finding cost, I believe. 

Mr. Anprews. Yes, sir. 

Mr. James. Do you believe a man or a group of men engaged in 
activities of that kind, many of which activities result in no definite 
gain to the Government, as in the case of a man who has previously 
made income-tax reports but had not made them recently, would dis- 
close any profitable result to your Department. Do you believe it is 
of importance or of any value to break down the cost of such opera- 
tions to the extent suggested. 

Mr. Anprews. No, sir, not to that extent, Mr. James. I do think, 
however, that we ought to be able to come before you gentlemen, and 
for our own management purposes we ought to know what the costs 
of our major activities are in relation to the workload of carrying 
on those activities. 

For instance, I think we ought to know what the revenue agents’ 
activities cost. I think we ought to know what the intelligence agents 
are costing us. I think we ought to know what our collection is 
costing us, but as to breaking down the elements of collection into 
minute detail no good purpose would be served. We do not believe in 
those elementary things I am talking about. 

Mr. James. Yes, but when the question was asked I understood you 
were in the process of developing a cost system to get these break- 

owns. 

Mr. Anprews. No, not in that sense at all. 

Mr. JAmes. I am glad you are not doing that. 

Mr. Anprews. No, sir. 

Mr. James. Because I think that might be a waste of time and 
money. 

Mr. Anprews. I would not go to any such point as that, but I do 
want cost figures on our major activities, both as to the cost of them, 
and as to the work accomplished under them so that we can watch 
them from time to time and see where we are slipping if we are. 

For instance, this goes more to the work accom ished than it does 
to money, we would like to know for each region how many cases are 
being disposed of by revenue agents, and then as to each region how 
many are being disposed of in the director’s office so that I can see 
which director is doing a good job in getting his work done. When 
you get below that level the director should know how much each 
group chief’s group is producing. I am not interested in that person- 
ally, but I say to the director “You are not up to par, you are 64th on 
the list. There is something wrong. You are not doing a good job: 
you are deficient in collections, you are deficient in getting your audits 
out, and you are deficient in investigation, you have to get on the ball.” 

Mr. James. The experience and judgment of the man in charge of 
that office would enable him to determine whether his people doing 
these jobs are doing them well, or whether they are lacking in their 
efforts. I was concerned about the thought you left with me, at least, 
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and I think you said that these costs could not be accurately deter- 
mined for a couple of years. It seemed to me at the time that if you 
took those three activities and attempted to find the cost of each of 
those activities you would never, in my opinion, get an accurate cost 
because of the difference in the character of classifications. 

Mr. Anprews. No, we are not interested in the detailed breaking 
of their time down between the various things they do in order to dis- 
charge their overall job. I am glad you asked that question because 
that is not what we are interested in. 

Mr. James. I am glad to know that because I was concerned lest a 
lot of work might be contemplated that would be of practically no 
value to anybody. 

That is all, Mr. Chairman. 


MATHEMATICAL VERIFICATION OF RETURNS 


Mr. CanFietp. Mr. Commissioner, millions of tax returns will be 
filed in March. How many of the overall number will be given 
mathematical verification ? 

Mr. Anprews. All of them; the program calls for a complete mathe- 
matical verification. 

Mr. Canrtevp. Can you tell us now what percentage of the overall 
will be examined ? 

Mr. Anprews. I would prefer to do it off the record. 

(Discussion off the record.) 


ADDITIONAL AGENTS 


Mr. CanrFievp. For the record, Mr. Commissioner, if you are allowed 
the funds requested for the fiscal year 1955, you will have at the end 
of that year at least 1,500 more agents than you have currently. That 
will permit you to examine a considerably larger number of returns, 
will it not? 

Mr. Anprews. Oh, yes; yes, sir. We will be able to de more work 
with that many more men. 


ERRORS IN RETURNS 


Mr. Canrietp. Mr. Commissioner, the information contained in 
your statement under the heading “Examination of Returns”. is 
shocking, in that it shows such a great number of returns in which 
errors exist, and the amount of funds lost to the Government because 
of these errors. 

You told us that 7 steps are being taken to help this situation, but, 
generally speaking, these steps seem to boil down to the need of more 
and better qualified revenue agents. 

Mr. Anprews. Everything points to that, plus more scientific selec- 
tion of the returns for examination. 


HIGH SCHOOL PROGRAM 


Mr. Canrtevp. And you believe, too, that your school program is 
going to be one of the helping factors in cutting down the number of 
errors in these returns ? 

42490—54_— 39 
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Mr. Anvrews. I think that is one of the greatest programs the 
Revenue Service has ever undertaken, in terms of its long range 
potential value. I do not think that there is any doubt about it. 
We will get great improvement, in my opinion, in the error situation 
as these high school students come into the labor force or the working 
force of the country and become wage or salary earners and subject 
to income taxes. 


STUDY OF TAX RETURNS IN HIGH SCHOOL 


Mr. Canrretp. I could say something about that from my own 
knowledge. TI have heard from my own District of high school stu- 
dents who are now interested in some courses inwhich there is the 
study of tax returns. I have talked with some of the students and 
they tell me that they are deeply intrigued by the whole approach to 
it. I envision that some of these boys and girls are going to be 
helping their fathers and mothers to make out their returns. 

Mr. Anvrews. That is where it started from, right here in Wash- 
ington. A school teacher came to us and said that her children were 
asking a lot of questions about income-tax returns, and that obviously 
those questions had been asked of them by their parents. That was 
the beginning of the idea. 

Of course, I might tell you that this whole high school program was 
developed by our Information Service that you were asking about 
a minute ago. They did a magnificant job of putting that thing 
together, and these high school students like it for the very simple 
reason that it is a practical application of something that they are 
going to be confronted with in life. 

There is nothing abstract about it at all. It is a concrete sort of 
thing, and they always like to work on such things, just as they like 
to go down in the woodworking shop and do that sort of work. They 
like to work on something that is tangible. This is extremely tangible. 
It is tangible both from that point of view and from the point of view 
of their families. 

Mr. Canrtetp. Off the record. 

(Discussion off the record.) 


Mr. Canrrecp. Mr. Commissioner, what is the cost of this program? 

Mr. Anprews. About $60,000. 

Mr. Canrrervp. Mr. Vursell. 

Mr. Vorseww. Off the record. 

(Discussion off the record.) 

Mr. Vourseri. Mr. Commissioner, I was very much interested in 
learning of the progress vou have been making in arousing interest 
in the teaching of the making out of tax returns, and so forth, among 
the high-school people of our Nation at such a minimum of cost. 

In my opinion it is a very commendable effort, one that will be worth 
a great deal to them not only now, when they want to do something 
constructive at. this parconier age, but which may increase their in- 
terest to the point where many of these young people will want to go 
into the Government and into this particular department of Gov- 
ernment, Internal Revenue, where you are going to be up against the 
problem of recruiting for many years to come. 
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I think it is fine that someone high in Government, like your organi- 
zation, has given the idea to the educational institutions and the teach- 
ing fraternity, and that they are paying attention to disseminating 
knowledge about our Government, and in particular worthwhile 
knowledge like this. 

That is all, Mr. Chairman. 

Mr. Anprews. May I add just a word at that point, Mr. Chairman, 
about the cost of this program. 

This actually figures out to less than 1 cent per student reached. 

Mr. VuRSELLL. May I follow you by saying that I think one of the 
greatest things that the educational institutions of this country are 
overlooking is in their failure to pay more attention in their curricula 
to matters pertaining to Government, particularly civil government 
which, in my judgment, has been Seankty neglected. For instance, I 
have found that high school students when they have asked me to come 
to talk to them about civil government and the Constitution are very 
much interested to know more about those matters than they are ap- 
parently getting out of the educational institutions. 

Mr. Anprews. I might also add there, Mr. Vursell, and gentlemen 
of the committee, for any one who raises the question, that this is a 
completely voluntary program. 

In other words, we just offer it to them. We cannot make them 
take it, but it is rather significant that out of 30,000 packages which 
were sent out to the 30,000 secondary schools in the country, well over 
two-thirds of them accepted them gladly, and they are coming in every 
day more. 

r. Vursetx. I think that is one of the fine things about it, and I 
commend you for it. 

Mr. Gary. Mr. Chairman, I think the program is certainly well 
worth while, and I hope the teachers in these schools are taking this 
opportunity, not only to teach the pupils how to fill out tax returns, 
but that they are also taking advantage of this opportunity to impress 
upon them the duties and obligations of citizenship, and that tax- 
paying is one of those obligations. 

I am afraid that too many of our people today are looking upon 
the Government as an agency to support them rather than as an 
agency to be supported by the people for the common good of all. 

I think this program offers an excellent opportunity to give the 
youth of our country some training in the fundamentals of citizen- 
ship because I agree with Mr. Andrews fully that, regardless of the 
size of the force you have, it is going to be absolutely impossible to 
properly enforce the tax laws unless you have a citizenry back of it 
that realizes the importance of taxes to maintain our Government 
and that will cooperate with our authorities in filing proper returns 
and paying proper taxes. 

I do think our standards with respect to that are higher in this 
country than in any other nation, and I hope that we cannot onl 
keep them at that level, but even raise them because even now wit 
our very high standards there is still room for improvement. 

Mr. Anprews. I might say that the course, as it went out this year, 
included the familiar pie charts of the Budget Bureau as to the source 
of the Government’s revenues, and how that money was spent, and also 
included information for the teachers to give the students exactly 
the sort of thing you say you think they ought to have. 


610 


In other words, it is not just a tax course, but it is rather a course 
in the economic facts of Government. 

we Gary. A democracy relies upon education rather than com- 
pulsion. 

Mr. Canrievp. Mr. Sieminski. 

Mr. Sremrinsk1. In closing, Mr. Commissioner, I would like to con- 
gratulate you on your presentation. 

I am sure that the great majority of the people of our land do not 
mind paying taxes if they have the money with which to pay them, 
and I presume one of the chief duties of the Congress is to iiep open 
the floodgates of money so they may nourish our people as water 
nourishes the land. To the extent that money flows people can have 
it. I am sure that their inherent goodness will keep money due the 
Government, in the form of taxes, flowing with equal velocity. 

It is one of the duties of Congress and the country’s economy to 
continue money flowing for the needs of the people in their daily 
lives. If it is inadequate then we are in trouble. I hope all of us 
are fortunate in this country in keeping money flowing along with 
the good will, the honesty, and integrity of the people. 

Mr. Canrieitp. Mr. Commissioner, the committee will adjourn now 
until 9:30 tomorrow morning, when we will meet again at your 
request. 


Wepnespay, Fesruary 3, 1954. 


Mr. Canrietp. The committee will now come to order for further 
testimony on the part of the internal revenue service in connection 
with their fiscal request for 1955. 


PROGRAM FOR TRAINING AND INSTRUCTING EMPLOYEES 


First, Commissioner Andrews, I want to ask you a question about 
the proposed language amendment in the appropriation, salaries and 
expenses, internal revenue service, having to do with your newly 
projected program to provide certain facilities and instruction for 
the training of employees. Are you a aba to discuss that now? 

Commissioner Anprews. Yes, sir. This matter—I believe we men- 
tioned in our first session in these hearings—that this matter had been 
discussed from the legislative point of view, and particularly from 
the point of view of whether we have authority to do this thing. We 
took it up with the General Accounting Office, and while they seemed 
to think perhaps we had authority inherent in the law, nevertheless 
they thought it would be better to have something specific. So we 
submitted to the Secretary, and he submitted to the Bureau of the 
Budget, some proposed language for this bill, and it comes out as fol- 
lows: We now have a letter dated February 1, 1954, from the Director 
of the Bureau of the Budget to the Secretary of the Treasury which 
says: 

’ EXECUTIVE OFFICE OF THE PRESIDENT, 

BUREAU OF THE BUDGET, 
Washington 25, D. C., February 1, 1954. 
The honorable the SecrETARY OF THE TREASURY. 


My Dear Mr. SEcrEtTARY: The authorization requested by Under Secretary Fol- 
som in his letter of January 18, 1954, to seek a language amendment in the ap- 
propriation “Salaries and expenses, Internal Revenue Service” is approved with 


611 


the understanding that it will be modified as indicated through the underscored 
portion of the following provision : 

“Provided, That not to exceed $400,000 of the amount appropriated herein 
shall be available for expenses by contract for private facilities and instruction 
for training of employees under such regulations as may be prescribed by the 
Secretary of the Treasury.” 

It is requested that the Treasury Department explore the development of 
regulations which will most effectively assure the portection of the Govern- 
ment’s investment in employees receiving the benefit of such training. 

Sincerely yours, 
Row.LaNnp Hvuaues, Acting Director. 

I think we have already adequately discussed, Mr. Chairman, the 
matter of how we would protect our investment in these eraployees and 
unless you wish me to do so, I will not enlarge upon that at the present 
time. We think that it is a relatively simple matter to assure our- 
selves that we will benefit far more from this than we will from any 
loss of investment in this program. 

Mr. Vursein. Off the record. 

( Discussion off the record.) 

Mr. Canrieitp. Commissioner, as I understand it, what you are 
trying to do in this approach in the Internal Revenue Service is to 
follow out a generally recognized business concept today. In other 
words, most of our leading business enterprises have facilities or 
have employed facilities to train specially certain men who show a 
certain aptitude and who give promise of doing a better job. Is that 
not true? 

Commissioner ANprews. That is true, Mr. Chairman, and I would 
like to discuss that just briefly, if I may, on the record. 

Let me say first that I would be very happy to prepare a state- 
ment of the reasons why we deem this to be necessary and forward 
it to the committee. 

Gentlemen, here are the plain and simple facts of this situation. 
As I pointed out, and without meaning to be critical of anybody, 
the Internal Revenue Service for quite a few years has not had any 
well-defined and positive program for providing succession for the 
present personnel who sooner or later are going out of the picture— 
some of them much sooner than we would like. 

As I pointed out in our opening statement, our Personnel Division 
over there was a Division set up largely and almost entirely just to 
handle the paperwork and processing the papers of people coming 
in and going out. It did not go into the larger business of making 
sure that we have an adequate, let us say, labor supply. 

That has had a horrible effect upon us. I think I have told you— 
and I do not mind saying very frankly for the record—that I am 
thoroughly convinced if we had not started to do something about 
that problem immediately, that you would not have had enough 
people left in 3 years just to take in the money, let alone audit re- 
turns. We were going downhill at a rate that was just simply alarm- 
ing. We have tried to provide a basis for assuring that will never 
happen again. This is, in my opinion, an indispensable step. 

The reason why this language is so important rather than waiting 
for an amendment maybe to the revenue bill—and we do not know 
which will go through first—but the reason why it is so important is 
that if we do not start this program or get the authority to start this 
program by the 1st of September and do not get it pretty soon, it will 
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be a completely empty gesture because the college classes that are 
becoming available now are already being solicited by industry 
throughout America. That comes to the matter that the chairman 
mentioned a while ago. Industry has for years had its personnel 
people in the placement offices of the colleges late in the first semester, 
and never later than early in the second semester of the college year 
to review the records of the graduating students and to see what they 
could get out of it. They are already out there. They are recruiting 
right now and the supp is rapidly diminishing. If we do not get 
busy pretty soon it wi be September 1955 before we can start, and 
God knows what will happen to us in the meantime. I would hate to 
uess. 
F Now business itself takes these people that they employ and they 
sometimes put them through a course of as much as a year before they 
even begin to use them. I heard of a case the other day, and it is by 
no means an isolated instance, of a young man who was employed by 
one of the big companies along with several hundred others picked 
from the colleges of the country. He has to go through a period of 
1 year’s training, and every one of those several hundred young men 
goes through a period of 1 year’s training before they are put on the 
payrollasa wednsadvs worker, in the needs of that particular business. 
f I may be permitted to be personal, I have had exactly that ex- 
perience with my own sons, both of whom have now finished college 
and have similar propositions offered to them. We have got to com- 
pete with those fellows. We do not think our training can be as well 
done in any way as it is by what we propose here. We believe that 
by putting our training on this basis gives it an initial dignity which 
will attract the kind of men we want. Without it, frankly, we do 
not think we will get them. We have to get them when they are ready 
for their careers. 

There are all kinds of problems connected with this. When busi- 
ness goes out to solicit these men they can tell them on the spot, “We 
will fire you or we will not.” We are in the position even with this 
where we have to say, “We will give you this form 57 and we will look 
it over and let you know.” We lose a lot of prospects that way. We 
have to have authority and work it out with the Civil Service Com- 
mission somehow or other that when we find a man we want we can 
hire him and let the disapproval or approval come along later. In 
other words, we have to be in a position to make commitments. 

When you have the Nation’s revenue involved, with a vital service 
like that, if we cannot follow the same practices of those with whom 
we are competing for Lg evere we will be in a pretty tough spot. 

With the situation I have mentioned to you of as many as 70 to 80 
percent of the top people in an office going out in the next year or 3 
or 4 years, you can see that we have no time to lose. We have to get 
on the ball and get going. 

Mr. Gary. Mr. Chairman. 

Mr. Canrrevp. Mr. Gary. 

Mr. Gary. There is abe? new in this progranr at all. Not only 
has it been used by business and industry and the banks, but we have 
a Military Academy for training our Army personnel; we have a 
Naval Academy for training our naval prea roe aly the House just 
passed a bill providing for an Air Force Academy; the Federal Bu- 
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reau of Investigation has its training school program, and the Vet- 
erans’ Administration has its training program. 

Commissioner ANpREws. And the Coast Guard. 

Mr. Gary. The Coast Guard has its Academy for the training of 
officers and a school for the training of enlisted personnel. 

Commissioner ANprews. And the Marine Corps. 

Mr. Gary. There are many other examples. 1 think by all means, 
with the tax laws as technical as they are—and having worked in the 
field of taxation as a tax lawyer for many years, I know how tech- 
nical they are—those working in the tax field require special training. 

Otf the record. 

(Discussion off the record.) 

Mr. Canrie_p. Commissioner, I agree with what Mr. Gary has 
just said. Besides the recognized military academies that are used 
by the Defense Establishment, 1 know it to be true that many officers 
and many enlisted men are also being sent out by the Defense Estab- 
listment to get special training in various universities of our country. 

Commissioner ANpREWs- On a contract. 

Mr. Canrtevp. And besides that the other Federal agencies of Gov- 
ernment are following out this course of action. The Post Office 
Department for the fiscal year 1955 is following the same approach 
and is seeking funds to do just that kind of a job. 

At this point in the record I know you are prepared to say that you 
believe most sincerely that this will pay off. 

Commissioner ANpREws. I not only believe it will pay off, but I 
say to you in all sincerity that this is absolutely a “must” as far as we 
in the Internal Revenue Service are concerned if we hope to have the 
kind of organization we ought to have. From a dollar and cents 
standpoint you must teach a man what he has to do so that he can 
do a better job and a more expeditious job. For instance, you take 
the training program that we have now. It does not have depth of 
experience we need. Well-intentioned and sincere, of course, and done 
with earnestness, but it does not begin to have the quality that this 
kind of approach does. We believe it would be a lot cheaper method 
of doing it with a great deal better results. 

Mr. Passman. 1 would like to say for the record I think it is a 
splendid idea and I certainly hope this committee in its wisdom ap- 
proves the plan the Commissioner outlined. 

Mr. Vursevt. Mr. Commissioner, would you like for the record to 
raise this issue and point which I think I see: That is, in your com- 

tition to get these competent people you are biding against private 
industry that is offering them opportunities at probably double the 
wage in many instances, that we can pay under the law in recruiting 
for the Internal Revenue Service. Does that not put you under an 
additional handicap and emphasize the necessity for this program ‘ 

Commissioner ANprEws. That puts us at a considerable Taslicap, 


but I believe—and if I am wrong about this, Mr. Delk, correct me—IL 
think that we can get the Civil Service to go along with us in the 
reclassification of these jobs, so that we will be on a closer competitive 
basis. I doubt seriously, Mr. Vursell, that we will ever be able to meet 
the competition completely, and very frankly, L am not sure that 
we should try. 

Mr. No. 
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Commissioner ANpDRews. On the other hand, I think we can come 
close enough. Why? Because as I pointed out to you the other day, 
when you boil it all down the man or woman who stays with the Gov- 
ernment is usually a dedicated person, whether they show it outwardly 
or not. Nevertheless, they are, especially if they have real ability 
and demonstrate it. They are not as much interested in money as 
they are in the satisfaction of working where they want to work and 
having the feeling of doing something really useful. There will be a 
certain number of these people who will come in and they will decide, 
“T would rather take a chenks on making $25,000 in private enterprise 
than maybe getting up to $15,000 in the Government.” That is per- 
fectly all right with us. If we have had them for 4 or 5 years they 
have paid off with us. If a want to go, God bless them. They go 
with our complete blessing. If they stay, fine. 

We build out of that cadre or core a fine service and we will have 
plenty of them left. Do not worry about that. I have never been 
concerned about the competition once we get it. If we were con- 
cerned, we would be foolish, because we see around us every day 
the evidence of the dedication of these people, and that is the reason 
why they work for the salaries they get, knowing very well that 
they could get a lot more. 

I could name a dozen men in our shop now who have had outstand- 
ing offers from private enterprise and from the professions, but they 
prefer to stay in the Internal Revenue Service as long as they feel 
that their work is going to be recognized and that they are going to 
be fairly dealt with. 

Mr. Steminski. I wish you the very best in this project. It is a 
good one, Mr. Commissioner. I trust the Congress will approve your 
request. 

SUMMARY JUSTIFICATION DATA 


Mr. Canrietp, Commissioner, at this time will you be good enough 
to aye inserted in the record pages 138 through 147 of the justifica- 
tions 

Commissioner ANnpREws. Yes, sir. 

(The pages referred to are as follows:) 


SALARIES AND Expenses, INTERNAL REVENUE SERVICE 


Analysis of appropriation base for fiscal year 1955 


Regular appropriation, 1954 act $266, 000, 000 
Supplemental appropriation for 1954 
Total appropriation, 1954 266, 000, 000 
Reductions: 
1. Rulings, technical planning, and special techni- 
cal services_ $51, 510 
2. Processing and revenue accounting__-________ 979, 540 
8. Audit of tax returns and collection of delin- 
quent accounts__..-.-_----------.--_--. 9, 607, 055 
4. Tax fraud and special investigations__...____ 102, 000 
5, Alcohol and tobacco tax regulatory work___-~-~ _ 49, 500 
6. Taxpayer conferences and appeals___________ 93, 159 
7. Legal services___ 94, 960 
8. Inspection service 156, 030 
9. Statistical reporting 166, 404 
10. Executive direction 262, 156 


Total 11, 562, 314 
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Analysis of appropriation base for fiscal year 1955—Continued 


1. Rulings, technical planning, and special techni- 


2. Processing and revenue accounting____.---_- $3, 633, 925 

3. Audit of tax returns and collection of delin- 

4, Tax fraud and special investigations__._.__._- 5, 060 

5. Alcohol and tobacco tax regulatory work-----. ~--------~ 

6. Taxpayer conferences and appeals___.--.----. ~--------- 

Inspection service___ 

9. Statistical reporting nea 86, 404 

10. 


Executive 


Total 


Increase over appropriation base for 1955__.--_____._--____--__- 


Appropriation estimate for 


Increase or decrease from total appropriation, 


Comparison of appropriation base with appropriation estimate for 1955 


Increase or 


Appropriation esti- 
decrease 


mate for 1955 


Appropriation base 
for 1955 


Activity 


Average 
posi- Amount posi- Amount posi- Amount 
tions i 


. Rulings, technical planning, and oe 
cial technical services 624.4| $3,807,240) 624.4) $3,817, +$10, 000 
1 


2. Processing and revenue accounting 17, 767.1, 71, 827, 390,17, 767.1) 73, 770, 162)_-.___-- 2, 442, 772 
3. Audit of tax returns and collection of | 

delinquent accounts .. |25, 575.5) 132, 302, 685/25, 575. 5| 133, 591, 128)...__._- +1, 288, 443 
4. Tax fraud and special inv estigations.. .-| 1,847.3} 11,056, 167} 1,847.3) 11, 120, 967/_..._.-. +64, 800 
5, Aleohol and tobacco tax regulatory 

3, 988.0} 21, 395, 554) 3, 988. 0! 487, +91, 600 
6. Taxpayer conferences and appeals____- 1, 287.5} 8, 485, 700) 1,287.5) 8, 540, 900}___.___- +55, 200 
1,014. 5 6, 001, 840) 1, 014, 5) 6, 013, 840}... +12, 000 
8. Inspection 541.2) 3,632,950) 541. 2) 3, 638, 950) +6, 000 
9. Statistical reporting. 369.3) 1,530,500) 369.3) 555, 735} +25, 235 
10. Executive direction. 450.3) 2, 459, 974| 450.3) 2,463, O24) +3, 950 


Total. 
Adjustment in base (net) - 
Total, appropriation 1954, and ap- | 
propriation estimate for 1955. 53, 500. 266, 000, 000) 53, 465. 1; 266,000,000) 


GENERAL STATEMENT 


The Internal Revenue Service is responsible for determination, assessment, 
and collection of all internal revenue taxes; enforcement of internal revenue 
laws; refunding or crediting of any overpayment of tax or erroneous collection ; 
and preparation and distribution of instructions, regulations, forms, and stamps, 
It is also charged with certain duties under statutes that do not impose taxes, 
but which are directly related to internal revenue, such as the Federal Alcohol 
Administration Act, as amended, the Liquor Enforcement Act of 1936, and the 
Federal Firearms Act. 

This proposed budget covers the minimum amount required to meet the costs 
of performing the manifold operations of the Revenue Service on a full basis 
for some operations and on a partial or skeleton basis for others. 


= 
$4, (00), 000 
000 
266, 000, 000 
| 
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The amount requested for 1955 is $266 million. This is the same amount 
appropriated for 1954, exclusive of penalty mail costs, but will be less than the 
amount available for 1954, if the contemplated supplemental appropriation 
request is granted. 

All duties and operations covered by the appropriation are classified and 
distributed under 10 major activities. This activity schedule, which is being 
used for the first time, represents an increase of two activities over the previous 
schedule. Some basic functional realinements also have been made in the 
activities. The new schedule not only presents a more meaningful segregation 
of major functions, but also has the advantage of coinciding with the organiza- 
tional structure. Therefore, it is possible to determine activity costs and assign- 
ments more precisely since there no longer are large groups of employees whose 
time must be divided between 2, 8, and occasionally 4 activities. The change in 
activities was made as the reorganization of the service was effected in 1953, 
with the result that the accounting records for 1953 were maintained on a “split” 
basis and certain rough estimates were required to convert results originally 
recorded on the basis of the former 8-activity schedule to the 10 new activities. 
The effect of the change is noticeable throughout this budget in the “Actual, 1953” 
columns, 

The overall projected program for 1955 varies from the 1954 program in 
several important areas. These changes and the reasons therefor will be dis- 
cussed in considerable detail hereinafter. 

Additional cost for penalty mail.—Public Law 286, 83d Congress, and regula- 
tions issued pursuant thereto by the Post Office Department, provide that postage 
cost for penalty mailings shall be charged to appropriations of executive depart- 
ments, effective August 15, 1953. Inventory and purchase order records indicate 
that there will be 140,695,960 mailings during the fiscal year 1955 subject to the 
rates prescribed by the Post Office Department. Rates range from 1.53 cents. 
per piece for package mailing of blank income-tax return forms to 30 cents for 
registry fees. On the basis of anticipated volume and prescribed rates, it is 
estimated that the cost chargeable to this Service’s 1954 appropriation will be 
$3.6 million. A supplemental appropriation request for that amount is proposed 
for later submission. Charges will apply during all of fiscal year 1955, and are 
estimated at $4 million for that year. This estimate contemplates that the Gen- 
eral Services Administration will assume rental costs of $2.4 million. The 
remainder of the $4 million postage item in 1955 is provided for by reducing the 
amount otherwise available for personal services and related travel costs to 
the extent of $1.6 million. 

Comparative workload.—The volume and complexity of tasks to be performed 
in Federal tax administration are largely determined by the size and nature of 
the economy. 

There has been a continuous growth in all basic factors with which the Rev- 
enue Service has had to cope since the beginning of the Second World War. 
The number of tax returns has increased over 12 percent since 1946, and revenue 
collections have increased nearly 60 percent since 1946. However, the number 
of employees of the Revenue Service increased only 2.9 percent during that 
period. There is nothing in this budget estimate to provide for any increase 
in work, either by way of increase in workload because of an expanding economy 
or by way of additional tax coverage coming about by reason of new legislation. 
Some savings are anticipated in certain of the “must” areas, and these will be 
searched out with diligence and applied particularly to the extension of the 
examination of tax returns. p 

Improvement program.—The program of management improvement, which 
has yielded such profitable results in prior years, will be pushed with renewed 
vigor and new approaches to the problems. Considerable progress is anticipated, 
as there are several fruitful fields in which to work. While much remains to 
be done in connection with the reorganization of the Service, both in the na- 
tional office and in the regions, the framework with which to work has been 
established. Much will be accomplished during fiscal 1954 and more during 
fiscal 1955. The savings anticipated from these accomplishments are the means 
of reducing the most serious backlogs and the extension ‘of examination and 
investigative work. 

PROJECTED PROGRAM, 1955 


Summary.—tThe basic program now under way and to be continued in 1955 en- 
visions two main avenues of savings; i. e., (1) additional shift of operations from 
the national office to the field offices, and (2) a general improvement in efficiency 
all along the line. 
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The elimination of detailed clerical and certain review work from the national 
office will give the national office more time for basic planning and program con- 
trol works and overall direction of the Service. Such a change, of course, will 
entail a fundamental change in the personnel of the national office. The cleri- 
cal complement, including supervisors, will be sharply reduced, while there will 
be an increase in the number of people working on planning, operating programs 
and improvements, and on managing and controlling field work. The net re- 
sult will be a substantial reduction in total personnel in Washington, but the 
reduction in cost will not be proportional to the reduction in number. 

The elimination of operational detail and the shift of management emphasis 
in the national office will develop greater efficiency in the field offices. The final 
disposition of matters in the field will save much time and cost in transmitting 
documents, cases, and files to Washington, but this is only incidental in the broad 
picture. The delegation of more authority with the inherent sharpening of lines 
of responsibility in field officials will in itself make for more efficient operations. 
Then the planning, programing, and procedural staff of the national office, work- 
ing with the field people will be able to accomplish substantial savings through 
improved procedures and methods. 

The changes reflected in this estimate provide for a substantial increase in the 
examination of tax returns without any increase in appropriation. Savings will 
make possible an increase of 999 revenue agents in the fiscal year 1955. 


PROJECTED PROGRAM—1955 BY ACTIVITIES 


Activity No. 1 covers the ruling, technical planning, and special technical 
service work. Much was accomplished in the latter part of 1953 to get this work 
in a more current condition, and the end of 1954 should see the major backlog 
in rulings eliminated. The program for 1955, therefore, will be to keep abreast 
of rulings and advisory opinions while publication of rulings to taxpayers and 
special technical services are increased and the substantive revision of the entire 
Internal Revenue Code and regulations is completed. 

Revision of the code and regulations is of great importance to the Revenue 
Service and the taxpayers. The Internal Revenue Code was originally enacted 
on February 10, 1989, as Public Law 1, 76th Congress. Since then, the code has 
been amended every year by general revenue acts and other public laws. There 
is abundant opportunity for simplification and clarification. The President in 
his message to Congress on February 2, 1953, stated: “Clarification and simplifi- 
cation in the tax laws as well as the regulations will be undertaken.” 

In furtherance of this program, means of revising and clarifying tax regula- 
tions and particularly ways to bring them up to date have been under intense 
study and the initial work in this area has begun. Planned revisions of the 
tax laws present an excellent opportunity to issue new regulations in a revised 
and simplified form which will have a lasting effect in improving revenue ad- 
ministration for years ahead. 

The program of revising all major tax regulations, including the simplification 
of their style and a method of providing for their current issuance, is being 
started in 1954 but will not be completed until 1955. A major part of this pro- 
gram also is to continue intense reexamination of all areas in which there has 
been criticism in the past for issuing regulations contrary to the intent of 
Congress. 

It is contemplated that the program with respect to this activity can be 
accomplished with 17 man-years less than are being provided for 1954, since 
much is being done in 1954 to get the program under way. 

Activity No. 2 covers the banking-and-bookkeeping job of the Service, and 
specific operations incident thereto. It includes maintenance of tax accounts, 
preparation of bills for unpaid accounts, arithmetic verification of returns, com- 
puting and scheduling refunds, determination of tax liability in respect to form 
1040A returns, the filing and storage of returns and records, all tax-credit veri- 
fication and information document matching work of the Processing Branch at 
Kansas City, correspondence with taxpayers regarding their returns and re- 
mittances, preparation of returns and transcripts of returns and related services 
to the States, and printing and distribution of tax forms and instructions. 

The work performed in this activity falls in the must category. Therefore, 
in periods of peak load, or when the activity is undermanned at a particular 
location, it has been necessary to detail employees from other work in order to 
prevent a breakdown in this important clerical function. For example, during 
the calendar year 1952, 1,159 man-years of collection officer and auditor per- 
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sonnel were detailed to activity 2 work. These employees were technical em- 
ployees (averaging grade GS-7) but were assigned clerical tasks (about grade 
GS-3 level). This is uneconomical and should not be continued. It is not only 
poor personnel management but results in serious revenue losses. The situation 
is being corrected by eliminating the misassigned personnel and providing 1,159 
additional man-years at GS-3 to this activity. These will be temporary or per- 
manent employees as the situation in each district director’s office may require. 
It is estimated that the net result of this replacement program will be a savings 
of $1.7 million in salaries which will be utilized for an increase in the internal 
revenue agent staff. This is a practical solution of a bad situation which has 
existed for a long time. However, savings from improved procedures and greater 
efficiency are anticipated to the extent of 139 man-years, making the net increase 
1,020 man-years for 1955. The real change, of course, is a reduction of 139 
man-years. 

Activity No. 3 covers the andit of tax returns, the canvass for returns that 
were not filed, and the collection of delinquent tax accounts. 

The program with respect to work of this activity is designed to increase audit 
coverage in three ways: First, additional manpower will be assigned as a result 
of savings in other areas; second, elimination of wholesale details to returns 
processing work in district directors’ offices will permit more of the manpower 
assigned to this activity to be used for audit work; and third, production will 
be stepped up by improved audit methods. 

An important aspect of the program for increased audit coverage has to do 
with a more determined and more effective canvass for returns which should 
have been filed in accordance with the voluntary compliance plan upon which 
the tax svstem is predicated, but were not filed. 

Methods of canvass to be adopted will be designed to meet conditions prevail- 
ing in various parts of the country. 

Concentrated study is being devoted to the methods and procedures followed 
in the collection of delinquent accounts. There is evidence that substantial 
progress can be made in increasing the effectiveness of the collection effort and 
these estimates contemplate a reduction of 502 collection officers. No substan- 
tial reduction in the collection work is anticipated; the savings in manpower to 
come from: (1) Improved procedures looking to a greater percentage of collec- 
tions prior to issuance of warrant; (2) increased efficiency; and (3) the elim- 
ination of detailed memorandum records of delinquent accounts maintained in 
several places and greater use of the basic accounting records. 

Another way in which the audit coverage will be extended is the audit of 
taxpayers rather than returns. Income, excess profits, excise, withholding and 
social security tax returns will be brought together and both selection for audit 
and the actual audit can be made in consideration of the taxpayer’s entire tax 
situation. 

The plans for this activity for 1955 appear to contemplate a decrease of man- 
power of 881 man-years. However, an actual increase of 278 man-years is 
proposed, since the reduction of 1.159 man-years being transferred to the 
returns processing work was not used on work of this activity. It was charged 
to this activity but detailed to the returns processing work, as explained under 
activity 2. 

Funds for additional travel are also being provided. from savings in order 
that the new agents will not be restricted to their posts of duty. It is contem- 
plated that adequate audit coverage will require more travel than the funds 
indicated for either fiscal year 1954 or 1955 will provide. However, anticipated 
additional savings, which cannot be specifically earmarked at this time, will be 
utilized for increased travel in both years. 

Activity No. 4 covers tax fraud and special investigations. The program for 
1955 for this activity is an integration of subprograms for the 4 areas into 
which the work naturally falls; i. e., (1) regular tax fraud, (2) racketeer in- 
come tax, (83) Wagering tax, and (4) enrollment investigations. The assign- 
ment of priorities among these subprograms is necessary since manpower is not 
available to perform fully all work in each area, and, though this work is 
important, no significant increase can be allocated to it in 1955. 

Therefore, the program goal for 1955 is to bring regular tax fraud and 
racketeer income tax work to a more current status with enrollment and 
wagering tax investigations, in that order, receiving attention in remaining 
available time. 
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Although the 1955 program provides substantially the same manpower as 
for 1954, increased production is contemplated as a result of changes in pro- 
cedures and methods. Two of the more important of such changes are: (1) a 
program of planned investigative coverage of various business lines, profes- 
sions, large and small tax evaders, and so forth, in each region which will ex- 
pand enforcement effort and explore new areas of tax evasion; and (2) a new 
concept of the special drive on racketeers which will result in the introduction 
of measurement factors permitting a greater degree of selectivity in cases 
considered. 

Activity No. 5 covers all phases of work involved in the enforcement of the 
alcoholic beverage, firearms, and tobacco laws, including determination of lia- 
bility for taxes imposed by these laws excepting the actual receipt or collec- 
tion of such tax moneys. The most impotant factors in determining the work- 
load pertaining to alcoholic beverages are new legislation, the scale of opera- 
tions of the alcohol industries, and size of stocks in bond. These are ex- 
ternal factors and are not subject to control by the Internal Revenue Service, 

The 1955 program is based on continuation of present levels of the industrial 
and beverage alcohol and tobacco industries. There will be a material increase in 
the regulatory and investigative work during 1955, as a result of the floor stock 
tax refunds effective April 1, 1954, as authorized by the Revenue Act of 1951. 

Traffic in nontaxpaid liquor continues to increase and there is need for more 
investigators to cope with such traffic. 

Regulatory operations are now undergoing a critical examination in an effort 
to reduce personnel requirements by eliminating general supervision at points 
where revenue will not be jeopardized. All savings resultings from this project, 
together with manpower being made available during 1954 by the curtailed 
retail inspection program and the reorganization of the regional offices, will 
make possible some additional manpower for the suppression of illicit liquor 
traffic, in spite of the fact that this estimate does not include any additional 
manpower for this activity. 

Activity No. 6 covers all phases of appellate work of the Revenue Service 
except the associated legal work. The present backlogs are dangerously high 
and delays encountered in effecting settlements are detrimental to protection 
of the revenue, as well as to respect for the Internal Revenue Service. 

No increase of funds is provided for this activity since experience as to the 
long-range benefits of reorganization on work of this activity cannot be fully 
measured. If substantial savings do not materialize, the only alternative will 
be assignment of additional manpower. 

Activity No. 7 covers the performance of all legal services for the Internal 
Revenue Service. Such services include the rendering of legal opinions, written 
or oral, for guidance of officers or employees of the Service; preparation or 
review of regulations, Treasury decisions, ete.; review of certain rulings, 
closing agreements, and compromises; preparation or review of recommenda- 
tions to the General Counsel for changes in Internal Revenue laws and furnish- 
ing technical assistance in development and drafting of legislation, when re- 
quested ; supervision and control of defense of petitions to the Tax Court ; recom- 
mendations to the Department of Justice as to whether criminal cases of tax 
fraud should be prosecuted; and review of proposed abatements, refunds or 
credits of taxes of any taxpayer amounting to $200,000 or over and preparation 
es ag reports to the Joint Congressional Committee on Internal Revenue 

axation. 

The program for 1955 calls for a strengthening of the Civil Advisory Counsel 
phase of the work. These are the attorneys who advise the District Directors 
of Internal Revenue and other administrative officials on day-to-day legal prob- 
lems at the operating level. 

of man-years provided for this activity is 24 less than allocated 
‘or 

Activity No. 8 covers inspection activities consisting of internal audit and 
internal security work within the Service. The program for 1955 calls for in- 
creased activity in both internal audit and internal security fields. However, 
revisions in functions, organization, methods, and reporting will permit the 
increased work without increased manpower. 

Activity No. 9 covers statistical reporting and preparation of data for publica- 
tion and for inclusion in the annual reports of the Secretary and the Commis- 
sioner, as well as annual statistics on income and profits taxes required by the 
code. The program calls for elimination of backlogs in this area, but it is 
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estimated that this can be done with 41 less man-years than allocated to this 
activity for 1954. However, the reduction in cost will not be proportionate since 
accomplishment of the program requires more statisticians and fewer clerks. 

Activity No. 10 covers executive direction. Here again, a reduction in man- 
years is planned even though there will be a step-up in the planning and leader- 
ship of the Service, 78 fewer man-years are provided in this budget. 

Mr. CanFieLD. Page 138 indicates an appropriation for the current 
fiscal year of $266 million, and a request for the fiscal year 1955 of the 
same amount. It appears, however, that numerous reductions and 
additions to the appropriation have been made during the current 
fiscal year. Will you discuss these adjustments now, or as we go 
along through the various activities? 

Commissioner ANnprews. Yes, sir. I think it would be more under- 
standable to those who read the record if we made it as we go along. 


CHANGE IN BUDGET STRUCTURE 


Mr. Canrrietp. Commissioner, what do you expect to gain under the 
newly established 10 major activities that was not accomplished under 
the 8 heretofore in existence ? 

Commissioner ANprews. Mr. Delk will discuss that. 

Mr. Dex. Mr. Chairman, the 10 activities presented in our budget 
this year as compared to the 8 presented last year include the refine- 
ment to show more specifically the actual functions according to 
organization of the Internal Revenue Service. The two that have 
been added are the legal service and the inspection service. Pre- 
viously the inspection service was not shown as a separate activity. 
Today it is an identifiable organization. Therefore it can be identified 
specifically in our budget so that the committee and those who review 
our activities may specifically see what the costs and functions of that 
service are. 

Commissioner AnprEws. May I interrupt there just a minute, Mr. 
Delk? You remember last year when we were explaining our organ- 
ization setup we pointed out at that time in describing the inspection 
service that it was hot specifically identified in the objects or activi- 
ties, but that it would be this year under the new setup. 

Mr. Dex. Similarly, the legal services have been separately set 
forth in our budget. Below that or beyond that there have been no 
material changes from the presentation of last year. 

Commissioner ANprews. And that does not mean that this is some- 
thing new. 

Mr. Dex. No. 

Commissioner Anprews. It is just merely a redefinition or a recast- 
ing of the main activities. 


DUTIES OF THE INSPECTION SERVICES 


Mr. Dex. The inspection service has the principal duty of auditing 
the activities of the Internal Revenue Service 4 maintaining integ- 
rity of the operations and employees of the Internal Revenue Service. 
It is broken down into two main organizational units—the internal 
audit activity and the internal security activity. 

The internal audit activity includes the regular periodic auditing 
of all of our field and national office operations. That audit activity 
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is for the primary purpose of ascertaining that the organizations are 
operating effectively as specified by the Commissioner and the Secre- 
tary of the Treasury and the law. They make the reports on those 
audits to the various officials and to the Commissioner. They are 
responsible directly to the Commissioner for seeing to it that all activ- 
ities of the Internal Revenue Service are being carried out as he has 
directed. 

The internal security operation within the inspection service has 
the principal function of reviewing the character and integrity of 
new appointees; for the investigating of matters of integrity through- 
out the Internal Revenue Service and any allegations of misdeeds of 
any kind. They pursue those to their ultimate conclusion. 

For illustration: Where they discover a case of bribery or embezzle- 
ment, they prepare and carry the case all the way through, including 
any assistance to the Department of Justice in prosecuting those cases. 
Their principal function insofar as the internal security is concerned 
is preventive, as we view it, rather than policing after the fact. 

We like to make clear that this is the objective of this operation: 
Through the internal auditing and internal security operation to es- 
tablish such internal checks and internal controls over operating pro- 
cedures and people as will assure the Commissioner at all times that 
there is adequate prevention of miscarriage of the functions of the 
Internal Revenue Service, and that there is no breach in the integrity 
of his employees. 

Commissioner Anprews. Mr. Chairman, I would like to point out 
there that our inspection service stands on all fours with the internal 
audit program of all business—especially business of size and moment. 
Every business finds it necessary to have its own internal auditors; its 
own internal control and internal check. That is all in the world 
that our inspection service is, in essence—to satisfy us, the manage- 
ment, that everything is going according to plan and that everyone is 
behaving in accordance with the rules of conduct laid down for the 
people employed in the Service. : : 

Mr. CanriteLtp. Commissioner, who is in charge of the inspection 
service ? 

Commissioner ANprEws. The man in charge of the inspection ser- 
vice at the present time is Harry Trainor. Mr. Trainor is a certified 
public accountant. He has had extensive experience with the General 
Accounting Office in an auditing capacity. Presently he is in an acting 
capacity as Assistant Commissioner (Inspection). He also occupies 
the position of being responsible for the internal audit program, the 
auditing of the offices and activities of the Service. In other words, 
one of the divisions of the Service. 

The second division, the one that has to do with maintaining the 
integrity of our personnel, is headed by a man by the name of Vernon 
Acree. He is trained and a very excellent investigator, doing a good 
job. Both of those men are doing a good job, as a matter of fact. We 
will shortly make a decision as to what we are going to do about mak- 
ing someone the permanent head of that operation. 


the record. 
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Discussion off the record. 

ommissioner Anprews. But our position in that respect will be 
complete. At the present time Mr. Trainor is acting in two capaci- 
ties, both as Assistant Commissioner and as head of the division that 
has responsibility for the internal audit. 


BIOGRAPHIES OF HARRY TRAINOR AND VERNON ACREE 


Mr. Canrtevp. Will you be good enough, Commissioner, to build 
up in the record the biographies in each instance of the two men you 
have just described ? 

Commissioner Anprews. Yes, sir. We will give you a complete 
record of those men’s backgrounds. 

(The information requested is as follows :) 


Harry J. Trainor, Acting Assistant Commissioner (Inspection) since July 21, 1958 

Mr. Trainor was born in Garrett Park, Md., on May 27, 1907. He is married 
and has two children. He received bachelor of commercial science and master 
of commercial science degrees from Benjamin Franklin University and is a 
certified public accountant. He is a member of the Maryland State Society of 
CPA’s, the American Institute of Accountants, and is a director of the Federal 
Government Accountants Association. 

Mr. Trainor was appointed in the Internal Revenue Service on March 29, 1953, 
as Director of the Collection Division. His civilian Government service began 
in 1946 as a supervising accountant in the Corporation Audits Division of the 
General Accounting Office. He was promoted to Staff Manager of the Division, 
and later to the position of Assistant to the Director of Audits. During World 
War II he served as a commander in the United States Navy. In private in- 
dustry his experience was mainly in the accounting and auditing field. 


Vernon D, Acree, Jr., Acting Director, Internal Security Division, Inspection 


Mr. Acree was born in Washington, D. C., on June 25, 1919. He attended the 
local public schools and special courses at the University of Minnesota. He is 
married and has three children. 

Mr. Acree was appointed in the Internal Revenue Service in April 1953, and 
at the present time is Acting Director of the Internal Security Division. He 
began his Government service in January 1938, which has included employment 
with the Department of Justice, the Civil Service Commission Investigations 
Division, Security and Investigation Division of Mutual Security Agency, and 
Chief Security Officer, Economic Stabilization Agency. 

During World War II, Mr. Acree served with the Army’s Criminal Investiga- 
tion Division in Europe. 


BACKGROUND OF DANIEL A. TAYLOR, CHIEF COUNSEL 


Mr. Canrretp. It is noted that you have with you during your pres- 
entation a new chief counsel, Mr. Daniel A. Taylor. 

Commissioner Anprews. That is right. 

Mr. Canrietp. At this point in the record, Mr. Taylor, I wonder if 
you would be good enough to tell us something about yourself. 

First, whom did you succeed ? 

Mr. Taytor. I succeeded Charles W. Davis. However, there was 
a period subsequent to his resignation and the time I came which 
was served by Mr. Gemmill, acting chief counsel. 

I was born December 1895 and raised on a farm in Kentucky. I 
received my academic education in the public schools of Kentucky. 
My college work was in the Kentucky State Normal and Teachers 
College at Bowling Green. I received my law degree from Washing- 
ton and Lee University, Lexington, Va., in 1921. 
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I should say also that I served overseas in the First World War 
in the Medical Corps. 

I was admitted to the bar of the State of Kentucky in 1921. I 
engaged in the general practice of law in that State until 1928. 

“he last 5 years of my general practice was at Newport, Ky., in the 
northern part of the State. 

In 1928 I entered the then General Counsel’s office for the Bureau of 
Internal Revenue as a special attorney and was assigned at the outset 
to the trial of tax cases. 

I left the service in 1942. During the period of my service with the 
then General Counsel I not only engaged in the trial of tax cases at 
various times before the district courts and the Tax Court, but also 
served in various administrative capacities. 

When I left the service in 1942 I was Assistant Division Counsel of 
the Chicago Division of the then Technical Staff. I engaged in the 

ractice of law in Chicago, specializing in Federal tax matters, until 
was appointed Chief Counsel in November of last year. 

In addition to being a member of the bar of the S;ate of Kentucky, 
I am also a member of the bar of the State of Illinois, and a member 
of the bar of the District of Columbia. 


DUTIES OF CHIEF COUNSEL 


Mr. Canrietp. Mr. Taylor, will you be good enough to have inserted 
in the record at this point a statement describing your duties as Chief 
Counsel in the Service? I think it would be agreeable to the commit- 
tee if you will prepare that. 

Mr. Taytor. I will prepare it and submit it. 
(The material referred to is inserted on page 634.) 


LOYALTY PROGRAM 


Mr. CanrteLp. Commissioner, reference has been made to the func- 
tion of the Inspection Service in maintaining the integrity of the Serv- 
ice. Will you be good enough now to tell us about the picture in the 
Service with reference to the so-called loyalty program, and indicat- 
ing the number of dismissals during this last year? 

ommissioner Anprews. The loyalty program, Mr. Chairman, has 
not had great impact uponu us. Inasmuch as Mr. Delk started this 
statement concerning the inspection service I will let him go ahead 
from this point and pick up that aspect of it too. 

Mr. ‘All right. 

Mr. Derk. Mr. Chairman, I would like to ask first, what do you 
mean by “about the loyalty program”? I can give you the number 
of appointments and separations in the Service during the fiscal year 
1953, and during the first half of 1954, but I am not prepared at this 
point to separate those into categories of causes or reasons for separa- 
tion. Are you directing your question to that? 

Commissioner ANnprREws. Do you not mean, Mr. Chairman, the 
loyalty program recently established under the direction of Mr. Tuttle ? 
Is that not the one you are speaking of particularly ? 

Mr. Canrievp. I have reference to what is commonly known as the 
President’s loyalty program. 

42490—54 40 
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Commissioner ANprews. Yes. That is what I thought you meant. 

Mr. Canrtecp. We do have a report from Mr, Tuttle on the complete 
number of dismissals, but I believe, as you have just indicated, there 
is no breakdown therein as to specific causes. 

Mr. Dex. I do not have that with me now. I can prepare it and 
provide it for the record, if you care to. 

Mr. Canrretp. You can tell us now, however, how many dismissals 
there have been in the Bureau this last year ¢ 

Mr. Derk. I can give you the number of separations. I do not 
have the breakdown on how many were dismissed as such. 

Commissioner Anprews. For cause. 

Mr. Devx. I can provide that for the record. 

Mr. Canriexp. Yes. 

Mr. Derk. That is what you would like to have me provide? 

Mr. Canrievp. Yes. 

Mr. Gary. Will you give us at the same time comparative figures 
for the past 3 years? 

Mr. Devx. If they are available. Yes, sir. 

I would like to explain, Mr. Chairman, that I do not believe as of 
today that we have completed the review of all employees under the 
new security program, which is broader than just loyalty to the United 
States, as I believe you all recognize. I am not of the mind that we 
have completed that. It is a tremendous task, having some 53,000 em- 
ployees, to review their entire records and to determine if there is 
any question anywhere in their history that should be raised and 
further investigated. So I am not sure that we have completed our 
= of review under the President’s security program. However, 

will provide specific information for the record on that. 

(The following information was supplied :) 

Reference is made to the letter addressed to the committee by Mr. Elbert P. 
Tuttle, personnel security officer, dated January 28, 1954, indicating why it is 
impossible to make a complete analysis of the dismissals and forced resignations 
except for the two classifications listed. 

The following figures show for the year 1953 the total dismissals or forced 


resignations divided into those which were on grounds that come within the 
purview of Executive Order 10450 and those that fall outside of this category : 


Dismissals under the purview of Executive Order 10450. 58 
Dismissals for other causes 69 


The figures for the previous years are included in the totals for the Treasury 
Department that have been supplied by Mr. Tuttle in supplementary testimony on 
February 8. 

Mr. Passman. Is this a continuation of the same loyalty program 
inaugurated in 1947? 

_ Mr. Devx. No, sir. The loyalty program I am referring to, I be- 
lieve, is more pre rly designated as the security program. It is 
broader than the loyalty program begun in 1947. It encompasses 
risk employees, due to habits, other than loyalty to the United States. 

Mr. Passman. The loyalty program inaugurated in 1947 is still 
being continued ; is it not? 

Mr. Dex. Yes, sir. 

Mr. Passman, Off the record. 

(Discussion off the record.) 

Mr. Passman. In defining security, or the employees who may be 

dismissed as security risks, it may be security with respect to the 
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Department and the taxpayer and not security with respect to our 
Nation. 

Mr. Dex. That is right. 

Mr. Passman. Of those who would give away secrets that would 
endanger this Nation. 

Mr. Dex. That is correct. 

Mr. Passman. That is all, Mr. Chairman. 

Mr. Sremrnskt. I look to the day when the Department can cite 
that people left because of their inability to meet regulations. It is 
perfectly possible for a crack soldier to be sent to the guardhouse for 
violating a regulation, be it for liquor, or breach of orders on post. 
No one in the infantry says that he is a security risk in the sense that 
we hear the word used today. Fellow soldiers merely say the fellow 
gummed up. Gigged, he took his medicine, showed up when the ship 
sailed, and hit the line under fire. 

I hope time will again allow the English language to be restored to 
its proper connotation. I look to the day when we can simply say 
of a man that he was not able to live up to the regulations of the De- 
partment, so he left. 


RENTAL CHARGES ASSUMED BY THE GSA 


Mr. Canrtetp. Your estimate contemplated that the General Serv- 
ices Administration would assume a rental cost of $2.4 million. Are 
these rental charges currently being paid from your appropriation / 

Mr. Dexk. Yes, sir. They are being paid from the 1954 appro- 
priation, but as they will be continuing charges they are being trans- 
ferred to the General Services Administration for their general ap- 
propriation for buildings and space for Government agencies, and 
that amount, therefore, is not included in our estimates for 1955. 


POSTAGE 


Mr. Canrievp. You also indicate that the remainder of the $4 mil- 
lion postage item in 1955 will be provided for by reducing the amount 
otherwise available for personal services and related travel costs to 
the extent of $1.6 million. 

Mr. Dexx. That is correct, sir. However, I would like to point out 
that is a part of the whole program in connection with acquiring addi- 
tional enforcement personnel, as has been previously discussed, in 
that at such time as we are certain we can go forward with acquiring 
additional enforcement personnel, of course, we would have to pro- 
pose a supplemental appropriation, which has already been discussed 
with the committee. 


INCREASE IN WORKLOAD 


Mr. Canrtetp. You state that there is nothing in this budget esti- 
mate to provide for any increase in work either by way of increase in 
wordload because of an expanding economy, or by way of additional 
tax coverage coming about by reason of new legislation. 

Do you contemplate a heavier workload during fiscal year 1955 than 
during the current year? 

Commissioner Anprews. T think on that point, Mr. Chairman, while 
Mr. Delk is getting his data before him, I should say this: That the 
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workload covered by this budget is the workload that we think we 
can handle with this budget. Actually, as already indicated to you, 
our workload is a great deal heavier than what we have asked for the 
money to cover. Naturally, if we add additional personnel the work- 
load will be increased accordingly. In other words, we will take 
over and discharge as much more of the already existing workload as 
the amount of additional personnel will permit. 

I have also pointed out that there is a point where we have a term- 
inal that defines the limits of the workload. I have told you that that 
is far beyond anything that we have the personnel to handle at the 
present time. We would not even at the present level of tax returns 
filed—we would not reach the satisfaction of that workload completely 
for several years. Even if we add to our force each year to the 
extent that we have indicated, we would have to in order to take care of 
the complete load. 

Mr. Deck. Mr. Chairman, we do anticipate an increased workload 
insofar as the number of returns filed is concerned. But we have off- 
setting factors there that does not make that a material overall 
increase, 

For illustration, we have eliminated the monthly filing of certain 
returns and placed them on a quarterly basis. To the extent that the 
1955 workload figures do not show a very material increase, there is 
the offsetting factor of reductions we are accomplishing both in the 
processing methods and through the elimination of the frequency 
of filing of certain of the returns. 


TRANSFER OF PERSONNEL 


Mr. Canrretp. Commissioner, in making the shift of operations 
from the national office to the field offices, will the personnel of the 
oe office be given an opportunity to be transferred to the field 
offices ? 

Commissioner ANprEws. Oh, yes. Yes, sir. 

Mr. Canrietp. At their present grades? 

Commissioner ANprews. I would like for Mr. Delk to tell you a 
little bit about that, but I would like to say before he does that it has 
been a policy of the Service right from the beginning of our reorgan- 
ization of the national headquarters to offer opportunity to the people 
in Washington to work outside of Washington. 

Now, for understandable reasons, many of those people do not want 
to change their residence. Nevertheless, looking at it from the stand- 
point of the interests of the 65,000,000 taxpayers of the country, we 
feel that if they do not want to take advantage of the opportunities 
that we give them to transfer to some other post of duty, then the only 
recourse we have is just to terminate them. 

Mr. Detx. Mr. Chairman, we have had a very disappointing ex- 
perience in that direction. Today we can absorb in our field offices in 
similar technical positions practically every employee that we have 
been forced to release in the national office. The experience has been, 
as the Commissioner has indicated, that these employees will not 
transfer to the field offices, despite the fact that we consider it so ad- 
vantageous to us that we will pay all the expenses of their moving 
of their household goods and their families to the field offices. 
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We are faced now with a further program of reducing the staff in 
Washington and we could absorb more than double the number of 
that reduction in our field offices very readily if the people would 
transfer to those field offices. 

I might add in addition that the transfer of those people to the 
field offices would not in any way interfere with the oportunities of 
the people in those field offices. I am aware of the fact that some in 
the field offices have expressed the opinion that as the national office 
employees were transferred to the field offices it would cut off the 
opportunity for promotion of the employees in the field offices. I am 
sorry to hear that because that is not true. We can readily absorb 
these employees there without cutting off any opportunity of the field 
employees. 

Mr. Gary. You also have some difficulty in getting them to agree 
to transfer from one field office to another, do you not ¢ 

Mr. Derk. Occasionally that is so. Yes, sir. However, we gen- 
erally have the experience that we are able to get employees who would 
like to transfer from one area to another because of personal reasons 
and also because sometimes it affords an opportunity for advance- 
ment. It is about a break-even proposition from that standpoint. 

Mr. Canrretp. Off the record. 

(Discussion off the record.) 


NUMBER OF REVENUE AGENTS 


Mr. Canrtetp. Commissioner, in response to a question yesterday I 
believe you told us you would have inserted in the record the number 
of revenue agents projected for the new fiscal year as compared to 
the number during the current fiscal year, and you will be sure to see 
that is inserted in the record. 

Commissioner Anprews. Yes; that has been inserted. 
(The material referred to may be found on p. 572.) 


Tecuntcat PLANNING, AND SpeciaL TrEcHNIcAL SERVICES 


Mr. CanrieLp. How much personnel will be required under activity 
No. 1, which is rulings, technical planning, and special technical serv- 
ices? At this time could you give us a shrt statement of the work 
under this activity ¢ 

Commissioner Anprews. Mr. Delk will give you that information. 

Mr. Deitx. The Rulings Division of activity No. 1 includes the 
interpretation of statutory provisions, and preparation and issuance 
of Folives, advisory letters and memoranda; preparation of drafts of 
proposed regulations and Treasury decisions; conduct of continuing 
research on tax loopholes, inequities, and related tax problems. It 
includes special technical services in such fields as the issuance of our 
bulletin which, beside the formal regulations, is the principal infor- 
mation document of the technical interpretation of the code and regu- 
lations rendered by the Commissioner. 

In 1954 we provided for 641 and in 1955 we have provided for 624 
man-years. That is less than we now have on our rolls. This activity 
was recently increased, in order to bring current our issuance of regu- 
lations and rulings and to do the work incident to the current revision 
of the code that the Ways and Means Committee is considering. 
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After that work is completed and they are more current, we foresee 
a possible reduction in this activity. 

The activity also includes issuance of rulings on corporate reorgani- 
zation, liquidating and stock dividends, the exempt status of corpo- 
rations under section 101, pension trust plans, and engineering and 
valuation problems. 

It also has the responsibility for the negotiation of the tax treaties 
and other fiscal agreements with foreign governments in collaboration 
with the policy staff and the preparation of treaty regulations, and the 
coordination of rulings involving international tax agreements. 

This is the principal technical staff of the Internal Revenue Service. 
It is this activity that the Commissioner mentioned in his statement 
that has been brought current to the extent that the average ruling 
is being issued today is about 28 days. 

That is a considerable advancement over prior years. 


Processing AND Revenur ACCOUNTING 


Mr. Canrretp. Will you be good enough to discuss briefly activity 
No. 2, processing and revenue accounting ? 

Mr. Devx. This activity is the activity that is responsible for the 
luge processing job having to do with tax returns, the informational 
documents supplied under the regulations. It handles the collection 
of all the accounting necessary for the collection of taxes for which 
the Internal Revenue Service is responsible. 

It receives and records the tax returns and funds and securities 
tendered in payment of taxes; it maintains taxpayers’ accounts; it 
prepares certificates of overassessment and notices of rejection of 
claims and processing of overassessments. 

It has the responsibility for the preparation of original and addi- 
tional assessment lists and the computation of interest thereon; the 
issuance of statements of tax due, demands, and installment notices ; 
preparation of warrants on accounts requiring such action; receiving 
and processing of claims for abatement, credit, and refund; mathe- 
matical verification of tax returns; determination of tax liability in 
respect to the tax return form 1040A; filing and storage of returns 
and records; and all work of the central processing activity and at 
Kansas City dealing principally with informational documents. 

It carries on correspondence with taxpayers regarding their returns 
and remittances, and preparation of transcripts of returns, and 
related services to States and others entitled to such services. 

The man-years provided for this activity in 1954 is 16,747 and in 1955 
this figure is 17,767. 

T would like to explain the reason for those figures as we are making 
changes which are important to you for the consideration of this 
activity and the manpower assigned to it. 

The Commissioner has mentioned the fact that there has been 
inadequate accounting for the time of employees on major activities. 
This is a particularly important example of that. While there is 
presently shown from our records 15,192 employees on this activity, 
we have ascertained that the actual number of employees actually 
working on that activity are far in excess of that and we are in the 

rocess of determining just how many employees are actually engaged 
in that activity. 
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I invite your attention to the statement of adjustments between the 
1954 appropriation and the 1955 appropriation. It will be noted 
there that we have a number of adjustments underway, and particu- 
larly I call your attention to the increase of 1,159 clerical positions. 
Actually that is man-years, I believe, as a decrease in aeeneins 
and an increase in the processing activity. The reason for that is 
that we have already ascertained that a number of employees carried 
under the enforcement activity are actually engaged in the processing 
activity, and we have made that adjustment there which accounts 
for part of the difference between the figure I have given you carried 
now on our records and the figure we expect to show for 1955. That 
is not a complete figure. 

This survey is just beginning, and what will be the ultimate adjust- 
ment necessary we are not prepared to say at this time. 

Commissioner Anprews. I would like to break in at this point, 
Mr. Chairman and gentlemen, just to emphasize to you that this is 
a a illustration of the fact that our recordkeeping in the past 
has been faulty to a major degree wherein there were people shown 
to be used for enforcement who, as a matter of fact, were doing clerical 
work. So that actually we are not asking for more people. We are 
just trying to get our figures here more in line with what is actually 

appening. Those men and women would have been employed for 
enforcement work, but there was no division of their time to show 
when they dropped enforcement work and went to something else. 

Also, I would like to point out to you that that of course is an 
inefficient use of manpower, to employ a person for enforcement 
and employ him on clerical work. That, we are trying to correct, too. 


Avupit or Tax Rerurns anp or Detinquent Accounts 


Mr. Canrrevp. The next item is “Activity No. 3,” audit of tax 
returns and collection of delinquent accounts, which, of course, is the 
big item. Will you describe that briefly now, Commissioner? 

Mr. Dex. This activity includes checking and verifying the sub- 
stantive correctness of taxpayer returns and claims except alcohol 
and tobacco tax returns. It includes the conducting of informal con- 
ferences with taxpayers, the holding of informal conferences with 
them pursuant to the establishment of the correct tax liability; deter- 
mination of correct tax liability if error in reporting is found; con- 
ducting analytical review of a selected case sample for purposes of 
coordination and maintenance of nationwide uniformity ; preparation 
of 30-day letters for all types of taxes, and statutory notices of de- 
ficiency to taxpayers in nonagreed, nonprotested cases; performance 
of necessary functions in the collection of delinquent accounts of tax- 
payers and securing of delinquent returns; in connection with offers 
in compromise, determination of the taxpayer’s ability to pay; and 
assistance to taxpayers in preparation and filing of their returns. 

I would like to comment in connection with that activity that the 
next year’s budget will show the collection of delinquent accounts and 
the securing of delinquent returns as a part of activity No. 2. 

Our review of this activity has shown that that has little relation- 
ship to the examination of returns, that is, the audit of the returns, 
the holding of conferences with taxpayers in regard to the establish- 
ment of their correct liability. 
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So that we propose next year to show the collection of the delin- 
quent accounts as part of the collection activity shown in that item as 
activity No. 2. 

Commissioner ANnprews. In other words, we are taking every man- 
hour as far as it is possible for us to do and in the improvement of our 
accounting, and we are allocating our man-years, rather, to the activi- 
ties performed, rather than merely classifying a person as engaged 
in the primary activity that they perform, and thereby showing all 
of the man-years in that activity as being made up of the people em- 
ployed for that activity. 

Obviously in any organization you have to require, quite often, 
more than one kind of work of an individual and you are seeing the 
evolution of our budget request into a realistic presentation of the 
number of man-years applied to each activity. 

I confess that we will probably be 2 or 3 years before we finally get 
this thing straightened out. We are beginning this year. We are 
getting better records and gradually that will improve. 

Now, on the question of the application of people to the job that 
they can best do, we are trying our best to employ people where they 
are most useful, where we get the most out of their services. I should 
like to point out, also, that we have been criticized, and by “we,” I 
mean the Revenue Service has been criticized, for using revenue agents 
and other high-grade personnel in the taxpayer-assistance program 
at income-tax filing time. 

There are those who think that we should not do that. I agree 
theoretically that is a sound criticism, but actually we have a dis- 
tinct obligation to assist taxpayers who may need it in the prepara- 
tion of their returns, and if we cannot find as much extra help for 
that type of activity as we need, then we have got to take what we 
have got and assign them to that. 

This year there is much less of that kind of shifting of activity 
than there was last year, and we will complete our taxpayer assist- 
ance program with a good deal less interruption of our regular audit 
processes, 

Mr. Canrrevp. On the other hand, aren’t you getting some en- 
comiums from the taxpayers themselves as to this assistance on the 
part of the Service and don’t you feel, as I believe you did in yester- 
year that this is also a payoff proposition ? 

Commissioner Anprews. This is definitely so in this major re- 
spect, Mr. Chairman, the better the return is made out in the be- 
ginning the less trouble we have later with the examination, and 
that means that we save money by doing it right at the beginning, 
seeing that it is done right in the beginning instead of just letting 
the thing go forward on a harum-scarum basis, and then find our- 
selves confronted with a volume of error that you cannot cope with. 
That, of course, is fundamental to our high-school program, train- 
ing program that I mentioned yesterday. Anything we can do to in- 
sure a higher degree of accuracy on the returns as filed is very much 
to the good. 

Mr. Dex. I would like to invite the committee’s attention to 
additional figures so that they may be aware of some of the back- 
ground to them. 

In 1952 the record will show that 4,031,000 examinations were 
made of returns. 
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In fiscal year 1953 it will show that 2,946,000 examinations were 
made of returns, or a reduction of approximately 25 percent. 

In the first half of 1954 there is an indication that there will be 
about 1,900,000 to as much as 2 million examinations of returns. 

In attempting to analyze the drop in the number of examinations 
made from the fiscal year 1952 to 1953 and what appears to be a 
3314 percent drop in the number of examinations for 1954, we have 
ascertained that in the 1952 figures for examinations, and to a lesser 
extent in the 1953 figures for examinations, were included a number 
of mathematical verifications of the returns. This has been giving 
us great concern and has even given rise to criticism that the present 
form of organization and operations are showing less productivity 
and a less examination of returns. 


MATHEMATICAL VERIFICATION OF RETURNS 


Mr. Canrretp. I hope that will be thoroughly understood, Com- 
missioner. Will it not be proper right here to point out the difference 
between the mathematical verification and examination of the return ? 

Mr. Dex. Mathematical verification is that clerical process of 
checking the return to make sure it is mathematically correct. That 
is done several ways. I do not believe it is important to explain. 

Mr. Canrtevp. It is just addition and subtraction ? 

Mr. Derk. That is right, or matching of the actual tax with what 
it apparently should be for the gross income, to see whether it appears 
to be correct before you go into the detailed calculation. ‘That is done 
very quickly. It is not a matter of examining the substance of a 
return. 

In the 1952 and 1953 returns a large number of the examinations 
were under the supervision of collectors, and they showed in their 
reports these mathematical verifications as an examination of the re- 
turn and to a smaller extent the same thing in the figures for 1953. 
Hereafter, those will not be carried as an examination of the returns. 

Commissioner ANprEws. What we are up against is this: We have 
been comparing on the face of the statistics, taking the statistics stand- 
ing alone, and looking like maybe we were not doing the job that we 
had been doing, but the plain, simple truth of the matter is that the 
original statistics were just a lot of compilations in which there were 
obviously major errors. I feel very safe in assuring you, though, our 
reporting is not yet what it should be, it being a part of this account- 
ing process that we are trying to clean up and an item which we think 
takes secondary priority as to the accuracy of the statistics, that is as 
compared to the job of getting the major job done. I feel confident 
that our production is not really off. Actually I am convinced from 
my information on my own part and from my conferences with people 
in the field and my own.personal reviews as well, that we are turning 
the corner, and our production is increasing. ; 

Our figures next year, I am sure, will prove that that will happen. 
I am enough convinced of that that I am not willing to accept this past 
record as anything more than a lot of figures. 

Mr. Derk. It would require detail to explain to you that in fact 
substantive examination of returns are actually up today over the 
1953 and 1952 assessments. 
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In this activity in the 1954 budget we provided for 26,456 man- 
years. 

In the 1955 budget we are providing for 25,575 man-years. 

On the face of them it appears to be an actual reduction in the 
manpower assigned to this activity, but because of the adjustments 
that I have outlined in regard to activity No. 2, in fact there will be 
more man-years being applied to activity No. 3 than heretofore have 
been applied proportionately in the prior years. 

I would like to explain that while it appears from a man-year 
standpoint that we will have less manpower in tis activity in 1955, 
in fact there will be more man-years actually applied to it, but because 
of the allocation of the time in the reporting system, the figures will 
not show that. 


TAX FRAUD AND SPECIAL INVESTIGATIONS 


Mr. Canrtexp. Activity No. 4, tax fraud and special investigations, 
will you handle that, too, Mr. Delk? 

Mr. Deck. Yes, I will. 

This activity deals principally with the avoidance of correct returns 
and consequently the correct tax liability. 

This activity has responsibility for he investigation of tax fraud 
and preparation of recommendations with respect to prosecution, fraud 
penalty, and civil liability of taxpayers. 

It has to do with the investigation of special areas of tax fraud, 
such as those represented by the racketeering program, the wagering, 
and other similar types of cases; and the investigation of applicants 
for enrollment to practice before the Treasury Department, and 
charges against those enrollees, 

This latter activity of application of enrollees has received increased 
emphasis the last 2 years were certain committee recommenda- 
tions of Congress making investigation of tax practices before the 
‘Revenue Service. 

In 1954 we provided for 1,846 man-years, and in 1955 we have pro- 
vided for 1,847 man-years. 

Commissioner ANprews. I think I pointed out last year that if that 
me does the kind of job it ought to do, it should increase 
rather than decrease. 


ALCOHOL AND TOBACCO TAX REGULATORY WORK 


Mr. Canrtetp. Activity No, 5 is the alcohol and tobacco tax regula- 
tory work. Will you cover that, Mr. Delk ? 

Mr. Dex. This activity has the responsibility for the detection, 
investigation, and of willful and/or fraudulent sub- 
stantive violations of the internal revenue liquor and tobacco laws, 
the Federal Alcohol Administration Act, the Liquor Enforcement 
Act of 1936, the National and Federal Firearms Acts, the regulations 
promulgated thereunder, and related statutes; apprehension of viola- 
tors against such laws, and submission of evidence adduced to United 
States attorneys for criminal prosecution and to the District Com- 
missioner’s office for administrative action; seizure, custody, for- 
feiture, and disposition of contraband or other property seized under 
the above-mentioned acts; enforcement of laws and regulations for 


] 


af 2 


tl 
d 
t 
b 
a 
r 
Nn 
t 
] 
| 


633 


the control of the flow of raw materials used in the manufacture of 
distilled spirits; and inspections of wholesale and retail permittees. 

Under this activity in 1954 we provided for 3,988 man-years, and 
the same number of man-years are being provided for in the 1955 
budget. 

Emight comment in connection with this activity, it is conductin 
a major study and review of those operating methods, the rules an 
regulations under which the operations work, with a view to bringing 
more effectiveness and efficiency into it, particularly into the regula- 
tory or permissive field of regulating the legal liquor trade and estab- 
lishments. 

Mr. Canrietp. You indicate an increase in the traffic of non-tax-paid 
liquor. Just how serious are such violations becoming? 

Commissioner Anprews. Actually, Mr. Chairman and gentlemen, 
we are not particularly disposed to get concerned about that, yet. 
There has been, as you know, a rather concerted campaign carried on 
to make it appear that the high taxes on liquor are causing a consid- 
erable increase in the amount of illicit liquor operations. 

Actually, I do not think this is true. I think, on the contrary, that 
we are seeing here in the seizures that we have made the results of a 
more effective operation rather than an increase in illicit liquor man- 
ufacture and distribution. The principal problem, of course, lies in 
that portion of the country where there are great masses of people in 
the low income brackets. 

As a matter of fact, the alcohol tax problem is almost pinpointed 
in that area, and in some of the larger cities. 

We are not disposed at this moment to get greatly concerned about 
it. Weare watching it closely. We are making a concentrated effort 

_to try to get the greatest pienibie efficiency, too, out of our enforcement 
people, and I would like to believe, and I have some reason to believe, 
that what you are seeing in alleged increases in illicit liquor manu- 
facture and distribution is more because we are doing a better job 
than because there is actually any increase in it. 

Mr. Canrievp. At the moment you do not feel any considerable 
revenue is being lost through these violations ? 

Commissioner ANpbrREews. Well, considerable is being lost. There 
is no doubt about that, but it is not of such proportions as to cause us 
"a alarm at the present time. 

fr. Detx. I could state in that connection that while we are pro- 
viding the same man-years for this entire activity, as a consequence 
of the reorganization made on July 1, 1953, the overhead cost in this 
activity will be reduced, and we are at a loss for exact figures, with 
the result that of the total number of people in this activity more will 
be actually on the enforcement side. 

In addition, last year we reviewed with the committee the matter of 
retail inspection and that we proposed a reduction there. That oper- 
ation will be hereafter included with the regular enforcement in this 


field as we will get a more effective | paieaie nce in the retail inspection 


field through using the regular enforcement people. The final results 
in making that shift will not be accomplished until sometime in the 
early part of 1955 as a matter of shifting people and getting the work 
organized. It will take several months. 
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TAXPAYER CONFERENCES AND APPEALS 


Mr. Canrietp. Activity No. 6 is taxpayer conferences and appeals. 
Will you handle that, Mr. Delk? 

Mr. Deux. Yes, sir. 

This is the activity previously referred to by the Commissioner in 
which there is a large backlog of cases in which the correct liability 
is under dispute and a conference between the Revenue Service and 
the taxpayer ensues. 

This activity is responsible for the conducting of formal conferences 
with the taxpayers who protest the findings of the Director, resulting 
from examination of their returns. 

It has responsibility for determination of these income, profits, ex- 
cise, estate, and gift-tax liabilities, and in effecting final settlement 
in protested cases not docketed in the Tax Court of the United States; 
consideration of settlement offers and making settlements in cases 
docketed in the Tax Court of the United States, and there are, of 
course, certain complications in that procedure. 

It also has the consideration of claims in respect to excise, other 
than alcohol, tobacco, narcotics, and firearms taxes, and employment 
tax cases if the taxpayer disagrees with the director’s finding, and 
requests appellate consideration of his case; the analysis of and rec- 
ommendations with respect to closing agreements relating to past tax- 
able years and offers in compromise involving tax liability in excess 
of $5,000; and preparation and issuance of statutory deficiency notices 
in tax cases in which the deficiency determined by the Director is sus- 
tained in whole or in part. 

This activity is the one to which the Commissioner referred before, 
in which there is a tax liability of $1.7 billion in dispute and in process 
of settlement. 

This activity in 1954 had provided for it 1,301 man-years. 

In 1955 we provided for 1,287 man-years. 

Now, in this activity, as the Commissioner pointed out, we propose 
to detail from our other activity No. 3 certain employees to attempt 
to reduce the backlog to bring it into a more current status. 


SERVICES 


Pens Canrietp. Activity No. 7, “Legal services,” who will handle 
that ? 

Mr. Dex. Will you cover that, Mr. Taylor, or answer the ques- 
tions on it ? 

Mr. Taytor. This activity covers the functions of the Chief Counsel. 
Generally and briefly it includes rendering of legal opinions, written 
or oral, for the guidance of officers and employees of the Service, 
preparation or review of regulations, Treasury decisions, and certain 
other materials for publication. It has to do with the review of cer- 
tain rulings, closing agreements and preparation for 
review of recommendations to the General Counsel for the changes 
in internal revenue laws, handling requests for furnishing of technical 
assistance in the development and drafting of legislation; supervision 
and control of defense of petitions to the Tax Court of the United 
States; the trial of such cases, and determination of whether to ac- 
quiesce, or not to acquiesce in adverse decisions of the Tax Court; 
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recommendations to the Department of Justice as to what suits should 
be brought in the courts under the internal revenue law, including 
claims for taxes in bankruptcy and receivership cases; recommenda- 
tions to the Department of Justice relating to prosecutions in criminal 
cases involving violation of such laws; recommendations to the De- 

artment of Justice respecting the defenses to be made in suits brought 
in the courts against the United States or Government officials under 
such laws, including recommendations with respect to settlements of 
such actions. 

It determines what court decisions under such laws, including 
decisions of the Tax Court, should be appealed, and how any such 
court decision should be handled; and review of proposed abatements, 
refunds, or credits of taxes, including interest or penalty due from 
any taxpayer pmonnting to $200,000 or over; and preparation of re- 
quired reports to the Joint Congressional Committee on Internal 
Revenue Taxation. 

Mr. De_x. Where this activity No. 7 in 1954 provided 1,038 man- 
years, there has been provided in the budget for 1955 a total of 1,015 
man-years. I would like to say in this connection that the budget 
was prepared prior to Mr. Taylor’s joining the Service, and it may 
be that some adjustments in the program may have to be made as 
he develops the program for the future. 

Mr. Canrietp. Mr. Taylor, do you receive any assistance from the 
Department of Justice in appellate legal work ¢ 

Mr. Taytor. In handling cases before the Tax Court? 

Mr. Canrrevp. That is right. 

Mr. Taytor. None whatsoever. However, the Department of 
Justice finally passes on our appeal recommendations. We even pre- 
pare the farts on appeal in such cases as are appealed to the circuit 
court. 


INSPECTION SERVICE 


Mr. CanrteLp. Activity No. 8 is inspection service. Will you cover 
that, Mr. Delk? 

Mr. De x. I believe we discussed that in general briefly. I would 
like to make this comment generally without repeating it in more 
detail unless you would care for me to do it as to the functions they 
perform. 

In the 1954 budget there was originally provided for this activity 
about 730 man-years. It will be noted in this budget that the 1954 
man-years have been reduced to 542. That is one of the advantages 
of eliminating some of the overhead in applying it to the enforcement 
area. That reduction in the inspection service of the projected man- 
power for 1954 has been transferred to activity No. 3 to provide addi- 
tional enforcement. 

In 1955 the budget will provide approximately 541. 


SratisTicaAL Reportine 


Mr. Canrievp. Statistical reporting, activity No. 9. 

Mr. Detx. This activity has the responsibility for preparing the 
annual statistics of income and profits taxes, as required by section 
63 of the Internal Revenue Code. Compiling statistics covering col- 
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lections, refunds, additional assessments, warrants for distraint, and 
other data for public release or inclusion in the annual reports of the 
Secretary and the Commissioner. 

This activity is the operation from which we obtain statistical in- 
formation that is used in fiscal year determinations and reporting not 
only in the Revenue Service, but in the Treasury Department and else- 
where in the Government. 

We provided 410 man-years in 1954 for this activity and because of 
the savings that we are making in the operation, we have provided 
369 man-years for 1955, and there again the savings will be applied to 
activity No. 3 and activity No. 4 for greater enforcement. 


Executive Drrecrion 


Mr. Canrtevp. Activity No. 10, Executive direction. Will you 
handle that, Mr. Delk? 

Mr. Deix. Activity No. 10 is designated as the executive direction 
of the Internal Revenue Service. It includes the Office of the Com- 
missioner and the activities under the Assistant Commissioner for 
administration and, of course, includes personnel, fiscal management, 
and other related administrative organizations, such as the operat- 
ing facilities for supervision of equipment, purchasing, buildings, and 
so on. 

In 1954 we provided 528 man-years for this activity, and in 1955 
we have provided 450 man-years, this reduction coming from the 
elimination of processes in the personnel field principally and in the 
office facilities eld in eliminating much of the paperwork that was re- 
quired to flow in from the field to Washington. 

That reduction is another one of those being applied to activity No. 
3 and activity No. 4, the enforcement work. 


LancuaGe CHANGES 


Mr. Canrierp. Without objection, page 148 of the justification will 
be received in the record at this point. This page pertains to the 
language changes. The information on that page is clear and rather 
complete with regard to proposed changes which are minute. 

Do you have anything further you wish to add on these changes? 

Commissioner Anprews. I think I might say I have nothing to add, 
beyond the suggestion for change in language that I made at the be- 
ginning of the session this morning. 

Mr. CanrFirtp. Which you discussed at some length. 

Commissioner Anprews. Yes. 

Mr. Canrtetp. Page 148 will be inserted at this point. 

(The statement referred to follows :) 


EXPLANATION OF LANGUAGE CHANGES 


SALARIES AND EXPENSES, INTERNAL REVENUE SERVICE 


Treasury Department Order No. 150-29, issued by the Secretary of the Treas- 
ury on July 9, 1953, provides, in part, that “The Bureau of Internal Revenue 
shall hereafter be known as the Internal Revenue Service.” Accordingly, it is 
proposed that wherever the designation “Bureau of Internal Revenue” appears im 
the title or text of the appropriation, the designation “Internal Revenue Serv- 
ice” be substituted. 
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The language “examination of estimates of appropriations in the field” has 
been eliminated in this submission, pursuant to section 1314, Public Law 207, 
83d Congress, which section provides that “Funds made available in this or any 
other act shall hereafter be available for examination of estimates of appro- 
priations in the field and the use of such funds for such purpose shall be sub- 
ject only to regulations by the standing committees concerned.” 

Also proposed for elimination is the language “Provided, That the amount for 
personal services in the District of Columbia shall not exceed $18,410,000." Ex- 
penditures for personal services in the national office of the Internal Revenue 
Service will decrease substantially in the current and budget years, and these 
decreases are reflected in the estimate. Of the total request for funds in the 
1955 estimate, only 5.6 percent is proposed for obligation for personal services 
in the national office, compared with a ratio accounting for 6.8 percent of fiscal 
year 1953 obligations. Approval of the proposed change will eliminate a specific 
limitation applying to a relatively small proportion of appropriated funds and 
make possible a reduction in administrative work incident to the maintenance 
of special accounting controls. 


oF ACTIVITIES 


Mr. Canrretp. Pages 149 through 180 containing details as to the 
10 activities which we have just discussed will be inserted in the record 
at this point, there being no objection. 

(The justifications an bor to follow :) 


Analysis of appropriation base 


Activity Reductions | Additions | Net change 


1, Rulings, technical planning, and special technical services. 
2. Proeessing and revenue accounting 
3. Audit of tax returns and collection of delinquent accounts. 
. Tax fraud and special investigations._____ 
. Alcohol and tobacco tax regulatory work 
. Taxpayer conferences and appeals. 
. Legal services 
. Inspection service. 
. Statistical reporting. __ 
. Executive direction. 


Total ll, 562, 314 


1 See explanation on pp, 20, 21, and 22 of the General statement. 
Activity No. 1—Rulings, technical planning, and special technical services 


REDUCTIONS 


01 Personal services : Decrease of 17 positions in the national office 
at annual salary cost of 


A net decrease of 257 national office positions is shown in 
the estimate as reductions in the 1955 base. The elimina- 
tion of these positions will permit the allocation of a larger 
proportion of available funds for the performance of more 
productive work in regional and district offices. The re- 
duction applied to activity 1 accounts for 17 of the posi- 
tions to be eliminated. An additional 248 positions are 
shown as “Reductions” under “Activities 3, 6, 7, 8, 9 and 
10.” The total decrease of 265 positions is partially offset 
by the addition of a total of 8 positions in activities 2 and 
4, making a net reduction of 257 in the national office force. 
This reduction in the force of the national office is in line 
with the program of work decentralization under the re- 
organization plan. 

Net change in base, activity No. 1 


|| 
| —$51, 510 
979, 540 | 1 $3,633,925 | +2, 654, 385 
19, 607, 055 3, 836,925 | —5, 770, 130 
102, 000 5, 060 —96, 940 
49, 500 —49, 500 
| —93, 159 
—94, 960 
—156, 030 
166, 404 86, 404 —80, 000 
290 —262, 156 
7,562,314 —4, 000, 000 
3,510 
—51, 510 
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Activity No. 2—Processing and revenue accounting 


REDUCTIONS 


01 Personal services : Reduction of 146 grade 4 positions in regional 
offices, at annual salary cost of 
Represents an estimated savings to be made possible by 
the elimination of work and increased efficiency. 
05 Rents and utility services: 
Proportionate part, applying to activity No. 2, of rental 
cost transferred to General Services Administration_____ 


Total reductions in base 


ADDITIONS 
01 Personal services: 

Addition of 7 positions to the national office staff under 
the supervision of the Assistant Commissioner (Opera- 

This small increase is required to strengthen the 
processing and revenue accounting functions per- 
formed in the national office. 

Addition of 1,159 grade 3 positions in Regional offices, at 
annual salary cost of___ 

An increase of additional | clerical employees for 
returns processing work which was formerly done by 
the equivalent man years of audit personnel detailed to 
this work. A reduction has been made in the audit 
personnel in activity No. 3. 


Total additions in base 


Net change in base, activity No. 2 


$498, 590 


480, 950 


979, 540 


29, 435 


3, 604, 490 


3, 633, 925 
+2, 654, 385 


Activity No. 3—Audit of tax returns and collection of delinquent accounts 


REDUCTIONS 
01 Personal services: 

Reduction of 90 positions in the national office at annual 

Part of general decrease in national office force 
discussed under analysis of activity 1 base. 

Decrease of 1,159 employees (GS-7) in regional offices, 
representing the man years of audit personnel formerly 
detailed to assist in processing returns, to be replaced by 
GS-3 clerical employees (see activity 2)_...___________ 

Decrease of 502 collection officers anticipated to result 
from improved procedures, increased efficiency, and the 
elimination of detailed record work in the collection of 

05 Rents and utility services: 

Proportionate part, applying to activity No. 3, of rental 

cost transferred to General Services Administration____ 


Total reductions in base 


ADDITIONS 


01 Personal services: An increase of 645 internal revenue agents, 
together with the related employment of 225 clerical em- 
ployees, representing an increase in the examining force made 
possible by savings in activities 2 and 3 set forth hereinbe- 
fore and savings realized from the transfer to General Serv- 
ices Admiinstration of responsibility for the payment of 
rental costs__._- 


$411, 425 


5, 325, 049 


2, 306, 456 


1, 564, 125 


9, 607, 055 


3, 336, 925 


Ac 
02 


0F 
0: 
0 
( 


639 


Activity No. 3—Audit of tag returns and collection of delinquent accounts—Con. 


02 Travel: Increase in travel expenses 
The increase of $500,000 for travel expenses is necessary 
because of the accelerated audit program and the contem- 
plated increase in the canvass for delinquent returns, It 
will be necessary to restrict travel to some extent during 
fiscal 1954, but additional funds will be added from other 
sources if and when they become available. 


Total additions in base 


Net change in base, activity No. 3 


Activity No. 4—Taz fraud and special investigations 
REDUCTIONS 


05 Rents and utility services: Proportionate part, applying to 
activity No. 4, of rental cost transferred to General Services 
Administration 


ADDITIONS 


01 Personal services: Addition of 1 position to the national office 
staff under the supervison of the Assistant Commissoner 
(Operations) at annual salary cost of 


Needed to bring to required strength the National Office 
force assigned to activity 4 work. 
Net change in base, activity No. 4 


Activity No. 5—Alcohol and tobacco tag regulatory work 


REDUCTIONS 
05 Rents and utility services: Proportionate part, applying to 
activity No. 5, of rental cost transferred to General Services 
Administration 


Net change in base, activity No. 5 


Activity No. 6—Taxpayer conferences and appeals 


REDUCTIONS 


01 Personal services: Reduction of 14 positions in the national 
office at annual salary cost of 
Part of general decrease in national office force ‘discussed 

under analysis of activity 1 base. 
05 Rents and utility services: Proportionate part, applying to 
activity No. 6, of rental cost transferred to General Services 
Administration 


Total reductions in base 
Net change in base activity No. 6 
Activity No. 7—Legal services 


REDUCTIONS 


01 Personal services: Reduction of 24 positions in the national 
office at annual salary cost of 
Part of general decrease in national office discussed 

under analysis of activity 1 base. 
05 Rents and utility services: Proportionate part, applying to 
activity No. 7, of rental cost transferred to General Services 
Administration 


Total reductions in base 


Net change in base, activity No. 7 
42490—54——-41 


3, 836, 925 
—5, 770, 130 


37, 425 
93, 159 


—93, 159 


$102, 000 
5, 060 
—96, 940 
$49, 500 
—49,500 

; 
= 

$81, 960 
13, 000 
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Activity No. 8—Inspection service 
REDUCTIONS 


01 Personal services: Reduction of 1 position in national office 


at annual salary cost of $3, 080 

Part of general decrease in national office force discussed 

under analysis of activity 1 base. 

05 Rents and utility services: Proportionate part, applying to 

activity No. 8, of rental cost transferred to General Services 
Administration ” 153, 000 
Net change in base, activity No. 8_...---..--.----_--__-- — 156, 030 


Activity No. 9—Statistical reporting 
REDUCTIONS 


01 Personal services: Reduction of 51 grade 3 positions in the 
national office at annual salary cost of_ ee. $166, 404 

Part of general decrease in national office discussed 

under analysis of activity 1 base. This decrease is par- 

tially offset by an increase in this activity of 10 grade 13 

positions at an annual salary cost of $86,404. This adjust- 

ment is made in order to secure badly needed technical 
personnel in this activity 


ADDITIONS 


01 Personal services: Increase of 10 grade 13 technical positions 
at an annual salary cost of___- - 86, 404 


See explanation above. 
Net change in base, activity No. 9 —80, 000 


Activity No. 10—Evecutive direction 
REDUCTIONS 


01 Personal services: Reduction of 78 positions in the national 
office at annual salary cost of. $262, 156 


Part of general decrease in national office force dis- 
cussed under analysis of activity 1 base. 


Net change in base, activity No. 10 ; —262, 156 
Net change in base, all activities__..._...-_._____________ —4, 000, 000 


DETAILED EXPLANATION OF ESTIMATES BY ACTIVITY 


Activity No. 1—Rulings, technical planning, and special technical services 


Appropriation base for 1955_.............-.......~.. ee $3, 807, 240 


WORK PERFORMANCE 


This activity covers the interpretation of statutory provisions, and prepara- 
tion and issuance of rulings, advisory letters, and memoranda; preparation of 
drafts of proposed regulations and Treasury Decisions; conduct of continuing 
research on tax loopholes, inequities, and related tax problems; special technical 
services, including the issuance of rulings on corporate reorganization, liquidat- 
ing and stock dividends, exempt status of corporations under section 101, 
pension trust plans, and engineering and valuation problems; and the negotiation 
of tax treaties and other fiscal agreements with foreign governments, collabora- 
tion in preparation of treaty regulations, and coordination of rulings involving 
international tax agreements. 
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PROGRAM PROJECTED FOR BUDGET YEAR 


The workload of this activity continues to expand. However, much has been 
accomplished in eliminating the backlogs and bringing the work to a current 
status. The program for fiscal year 1955 provides for a continuation of rulings 
and advisory opinions at about the present rate, but a very substantial increase 
is anticipated in connection with regulations, legislative analysis, drafting, and 
reports. The major projects that will receive special attention during fiscak 
year 1955 are the completion of the substantive revision of the entire Internal 
Revenue Code and regulations, and increased publication of rulings to tax- 
payers. Both of these projects are being initiated in fiscal year 1954. 


Selected workload data 


1954 estimate 


Rulings and advisory opinions 
Regulations, legislative analysis, drafting, and reports 
Research, analysis, digesting for publication of rulings 


Summary by objective class 


Appropria- 
Activity No. 1 tion base, 
1955 


Personal services $3, 698, 

Travel 8, 
Transportation of things. 

Communication services 20, 

3, 

34, 

25, 

1, 


490 
000 
3. 

700 
600 
700 
000 


Other contractual services 
Supplies and materials__- 


Taxes and assessments 


400 


3, 807, 240 3, 817, 240 


JUSTIFICATION OF INCREASES BY OBJECTIVE CLASS 


04 Communication services, $10,000—For payment of postage for penalty mail- 
ings as required by Public Law 286, 88d Congress. See explanation in general 
statement. 

Activity No. 2—Processing and revenue accounting 


Appropriation base for 1955 $71, 327, 390 
Budget estimate for 1955 73, 770, 162 
Increase over base 2, 442, 772 


WORK PERFORMANCE 


This activity represents the “banking and bookkeeping” job of the Service, 
and covers the multitude of specific operations incident thereto. It includes 
preparation of bills for current accounts, arithmetic verification of tax returns, 
computing and scheduling of refunds, determination of tax liability in respect 
to Form 1040A returns, the filing and storage of returns and records, all work 
of the Processing Branch at Kansas City, correspondence with taxpayers regard- 
ing their returns and remittances, preparation of transcripts of returns and 
related services to the States, and printing and distribution of tax forms and 
instructions. 


PROGRAM PROJECTED FOR BUDGET YEAR 


The workload of this activity continues to show the persistent upward trend 
of recent years, keeping pace with the growth of the national economy. Since 
the volume is not subject to control by the Service and most of the operations 
are “must” items, the only alternative to a corresponding increase in personnel 
assigned to this activity lies in improved procedures and methods and more 
effective utilization of machines. Continuous study has been given to these 


| 
) 
) 

| 1953 actual | MM | 1955 estimate 

60, 138 59, 005 60, 150 

2 644 3, 036 4, 203 

600 2, 400 3, 600 

Estimate, Increase 
1955 over base 

| $3,608,490 |... 

| 

30, 700 $10, 000 

| 

10, 000 
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problems over the years with good results, but the study will be intensified and 
it “ enecpanne that substantial progress will be made during fiscal years 1954 
an DD. 

Mathematical verification of income tax returns has resulted in a material 
net increase in taxes assessed on the returns verified and it is contemplated that 
all income tax returns filed during the fiscal years 1954 and 1955 will be mathe- 
matically verified. 

The force assigned to this activity has been augmented by the detail of a sub- 
stantial number of employees assigned to Activity 3: Audit of Tax Returns and 
Collection of Delinquent Accounts. This has resulted not only in a distortion 
of the activity costs but in a loss through the use of higher graded technical 
employees for lower grade clerical work. The replacement of the 1,159 man- 
years of such detailed employees with appropriately graded clerical employees 
should not only result in a net savings of $1.7 million in fiscal year 1955, but 
should also make for a more efficient operation since an employee detailed to 
lower grade work does not always perform at peak efficiency. 

The savings of $1.7 million resulting from the replacement of the technical 
employees by clerical employees, and anticipated savings of $0.5 million resulting 
from improved procedures and methods and greater efficiency will be utilized 
for the emvlovment of additicnal internal revenue agents. 


Selected workload data 


1953 actual | 1954 estimate | 1955 estimate 
Returns received and processed. -...............-..------.---- 93, 835, 300 86, 850, 000 87. 000. 000 
Tax determinations made for taxpaye: 12. 166, 106 12. 000, 000 12, 000, 000 
Arithmetic verifications of returns and. related documents... & = 971 63. 055, 000 43. 055, 000 
Refunds and credits scheduled..........-......--....-.-....-- 363, 283 31, 000, 31, 000, 000 
Information documents sorted and matched _---_........----.- 183 Soe 032 | 111, 416, 345 110, 000, 000 
19, 447, 754 30, 000, 000 30, 000, 000 
Summary by objective class 
Appropria- Estimate Increase 
Activity No. 2 — 1955 over base 

03) Tre sneportation sucha 657, 650 657, 650 
05 Rentsand utility services. __- 955, 420 955, 420 
06 Printing and reproduction __- 6, 200, 000 6, 200, 000 
07 Other contractual services__. 183, 800 183, 800 |. 

71, 327, 390 73, 770, 162 


JUSTIFICATION OF INCREASES BY OBJECTIVE CLASS 


04 Communication services, $2,442,772.—For payment of postage for penalty 
See explanation in 


mailings as required by Public Law 286, 83d Co 
general statement. 


ngress. 


Activity No. 3—Audit of Taw Returns and Collection of Delinquent Accounts 


Appropriation base for 1955. $1382, 802, 685 
Budget estimate for 1955 133, 591, 128 
Increase ovea base 1, 288, 443 


WORK PERFORMANCE 


This activity covers the checking or verifying the substantive correctness of 
taxpayer returns and claims (except alcohol and tobacco tax returns) includ- 
ing the conducting of informal conferences with taxpayers pursuant to the 
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establishment of the correct tax liability ; determination of correct tax liability if 
error in reporting is found; preparation of 30-day letters for all types of taxes; 
performance of necessary functions in the collection of delinquent accounts of 
taxpayers and securing of delinquent returns; in connection with offers in com- 
promise, determination of the taxpayer's ability to pay; and assistance to tax- 
payers in preparation and filing of their returns. 


PROGRAM PROJECTED FOR BUDGET YEAR 


The examination and verification of tax returns continues to be the one area 
in which the Internal Revenue Service has a substantial measure of control 
over its workload. However, this work is the very heart of the enforcement of 
the tax laws, and too thin coverage in the examination of tax returns imperils the 
revenue and might jeopardize our system of taxpayer compliance. As was in- 
dicated in our program in last year’s budget submission, the schedule of prior- 
ities for this activity made it necessary to subordinate the job of investigating 
tax returns selected under regular classification, since the Revenue Service could 
not continue to drift behind in the essential tasks of investigations required by 
taxpayers’ claims, offers in compromise and other mandatory adjustments, or 
the Racket Squad investigations or the investigation of possible tax frauds. 
The program outlined for fiscal year 1955 provides for an increase in emphasis 
on all phases of the work of this activity, with particular stress on increasing 
the number of ordinary tax investigations and the canvassing for delinquent 
returns. These objectives will be accomplished in part by the assignment of 
additional people to this work, made possible by economies to be effected else- 
where within the organization, and by an increase in the effectiveness with which 
this work is done. Among the changes being contemplated in the 1955 program 
are the following: 

1. Some of the rules regarding offers in compromise are now undergoing 
revision, and the volume of work involved in processing compromise offers 
should be reduced for 1955; 

2. Studies are being made in connection with the development of new 
rules regarding joint investigations and reports, which may curtail to some 
extent the manpower being used on alleged fraud cases ; and 

38. The grouping together in one Audit Division in each director’s office 
the income, excess profits, excise, withholding and social security tax re- 
turns—an audit of taxpayers rather than returns. This latter change 
should be a great convenience to the taxpayers as well as being a more 
efficient operation from the standpoint of the Service. 

The number of unpaid tax accounts has steadily increased over the years. 
This trend must be reversed. The collection of delinquent accounts is of vital 
importance not only as to the significance from the Government’s revenue stand- 
point, but from the standpoint of compliance with the tax laws. Several changes 
are being made in the procedure which should make the work of collecting delin- 
quent accounts easier and more effective. Among these changes are (1) speed- 
ing up of the collection processes, because the district director will now certify 
the assessment, (2) the earlier issuance of notices preliminary to warrant, (3) 
the earlier issuance of “warrant letters,” (4) intensified collection effort before 
issue of warrants to field men, (5) earlier collection action by field men, (6) 
cooperation of heads of other Government agencies to require their employees 
who are delinquent to pay such delinquencies, and (7) delegation of more author- 
ity to district directors to approve offers in compromise and abatements. It is 
estimated that these and other changes which will be developed will step up the 
collection efforts sufficiently to bring the outstanding accounts to reasonable 

proportions and to permit a reduction of collection officers to the extent of $2.3 
Million to be made available for additional revenue agents. 


Selected workload data 


1953 actual | 1954 estimate 


$1, 986, 760 $1, 867, 350 $1, 992, 350 

998, 156 1, 123, 399 1, 213, 399 

Delinquent returns obtained_...........--..224--...2ss--00s0- 1, 468, 438 1, 774, 080 1, 774, 080 
2, 173, 215 2, 700, 000 2, 400, 000 
9, 334 , 759 8, 570 


| 
| 1955 estimate 
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Summary by objective class 


Estimate, 
Activity No. 3 1955 


03 Transportation of things... 

04 Communication services 

O07 Other contractual services. 1,008,800] 1,008,880 }.—........... 
09 Equipment_- 


- 


133, 591, 128 1, 288, 443 


B 


JUSTIFICATION OF INCREASES BY OBJECTIVE CLASS 


04 Communication services $1,288,443.—For payment of postage for penalty 
mailings as required by Public Law 286, 88d Congress. See explanation in 
general statement. 


Activity No. 4—Tazx fraud and special investigations 


Increase over base 


WORK PERFORMANCE 


This activity covers investigations of tax fraud and preparation of recom- 
mendations with respect to prosecution, frand penalty, and civil liability of tax- 
payers ; investigations of special areas of tax fraud, such as those represented 
by racketeering, wagering, and other similar types of cases; and the investiga- 
tion of applicants for enrollment to practice before the Treasury Department, and 
charges against enrollees, 


PROGRAM PROJECTED FOR BUDGET YEAR 


The program for this activity represents an integration of four subprograms 
identified as (1) regular tax fraud, (2) racketeer income tax, (3) wagering tax, 
and (4) enrollment. The resources available for this activity are not sufficient 
to fully exploit all of the subprograms enumerated above. Therefore, program 
priorities are established to insure that the available manpower is employed in 
proportion to the relative importance of each of the subprograms. The first 
principal goal is to bring the regular tax fraud and racketeer income tax work 
to a current status, with the additional available manpower being devoted to 
lirst the enrollment work and then the wagering tax work. 

Increased production in this activity is contemplated as the result of changes, 
the more important of which are as follows: (1) A program of planned investiga- 
tion coverage of various business lines, professions, large and small tax evaders, 
etc., in each region which will expand the enforcement effort, explore new areas 
of tax evasion; (2) a new concept of the special drive on racketeers which will 
result in the introduction of measurement factors permitting a greater degree 
of selectivity in cases considered; and (3) the elimination of concentrations of 


investigative personnel to provide for a broader, more economical investigative 
coverage. 


Selected workload data 


1953 actual |} 1954 estimate | 1955 estimate 


4, 600 4, 600 
8, 800 8, 800 


Increase over 
base 
‘Taxes and assessments 62, 300 | 62, 300 
| 
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Summary by objective class 


Appropriation] Estimate, | Increase over 
base 


Activity No. 4 ase, 1955 1955 


Personal services - $10, 298, 067 | $10, 298, 067 
Communication services. 75, 200 
Other contractual services ze 49, 700 
Equipment 5, 300 
Taxes and assessments 4, 000 | 


11, 056, 167 11, 120, 967 | 


JUSTIFICATION OF INCREASES BY OBJECTIVE CLASS 


04 Communication services, $64,800.—For payment of postage for penalty 
mailings as required by Public Law 286, 883d Congress. See explanation in gen- 
eral statement. 


Activity No. 5—Alcohol and tobacco tax regulatory work 


Appropriation base for 1955 $21, 395, 554 
Budget estimate for 1955 21, 487, 154 
Increase over base 


WORK PERFORMANCE 


This activity covers, and is restricted to, the detection, investigation, and sup- 
pression of wilful and/or fraudulent substantive violations of the internal reve- 
nue liquor and tobacco laws, the Federal Alcohol Administration Act, the Liquor 
Enforcement Act of 1936, the National and Federal Firearms Acts, the regulations 
promulgated thereunder, and related statutes; apprehension of violators against 
such laws, and submission of evidence adduced to United States attorneys for 
criminal prosecution and to the regional commissioner's office for administrative 
action; seizure, custody, forfeiture, and disposition of contraband or other 
property seized under the above-mentioned acts; enforcement of laws and regu- 
lations for the control of the flow of raw materials used in the manufacture of 
distilled spirits ; and inspections of wholesale and retail permittees. 


PROGRAM PROJECTED FOR BUDGET YEAR 


The program projected for the budget year is based on the best estimate of 
the workload that can be made at this time. Since the work of this activity de- 
pends on certain external factors which are not subject to control by the Internal 
Revenue Service, such as the scale of operations of the alcohol and tobacco in- 
dustries, size of liquor stocks in bond, and the activity of illicit traffic in alcoholic 
beverages, it is not possible to forecast, with any great degree of accuracy, the 
volume of work to be done a year hence. 

Industrial and beverage alcohol and tobacco operations are expected to con- 
tinue at present levels. However, it is anticipated that the floor stocks tax re- 
funds, which are effective April 1, 1954, as authorized by the Revenue Act of 
1951, will increase materially the regulatory and investigative work of this ac- 
tivity during the fiscal year 1955. 

In the investigative field, the continued increase in the nontaxpaid liquor 
traffic as reflected by the number of still seizures and arrests, indicates a need 
for more investigators to cope with the problem. Mash seizures have more than 
doubled during the past 5 years, while the investigative personnel assigned to 
this work during the same period has remained the same. In the Southern 
States, where illicit distilling has long constituted a threat to the revenue, vio- 
lations are increasing. A more serious problem is developing around the large 
metropolitan areas of the East as the result of large illicit aleohol stills being 
operated by syndicates engaged in interstate traffic. In the tobacco field, recent 
investigations disclosed widespread sales of nontaxpaid tobacco products and 
indicated the need for aditional enforcement coverage in other areas. 
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04 $64, 800 
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The industrial and beverage alcohol operations are now being examined in an 
effort to reduce personnel requirements by eliminating general supervision at 
points where the revenue will not be jeopardized. The savings in manpower 
resulting from the study, together with the manpower made available by the 
curtailed retail inspection program will permit the reassignment of some addi- 
tional manpower to the suppression of the illicit liquor traffic. 


Selected workload data 


1953 actual | 1954 estimate 


Inspection of plants and permittees other than wholesale and 


Inspection. of wholesale and retail dealers 173, 200 115, 000 115, 000 

Investigation of violations. 32, 160 36, 600 38, 000 

6, 151, 100 7, 000, 000 


Summary by objective class 


Appropriation} Estimate Increase 
Activity No. 5 ase, 1955 1955 over base 


01 Personal services 


04 Communication services...........................-.-_._- 80, 300 171, 900 $91, 600 
07 Other contractual services. 580,000} 580,000 
08 Supplies and materials................_- 435, 800 


21, 395, 554 21, 487, 154 


JUSTIFICATION OF INCREASES BY OBJECTIVE CLASS 


04 Communication services, $91,600.—For payment of postage for penalty 


mailings as required by Public Law 286, 83d Congress. See explanation in 
general statement. 


Activity No. 6—Taxrpayer conferences and appeals 


Appropriation base for 1955 $8, 485, 700 
Budget estimate for 1955. 8, 540, 
Increase over base 


This activity covers the formal administrative appeal work of the Internal 
Revenue Service, including the work of the Excess Profits Tax Council. The 
initial phase of this activity is the consideration of tax cases in which the tax- 
payers have formally protested the findings of the district directors of internal 
revenue and conducting conferences thereon; it does not include conference 
consideration of cases prior to the issuance of a formal finding of tax liability 
by the district director. This activity includes the determination of income, 
profits, excise, estate, gift and employment tax liability; effecting final settle- 
ments in protested cases not docketed in the Tax Court of the United States, 
and preparation and issuance of statutory notices in such cases not settled; 
consideration of settlement offers and effecting settlements in cases docketed 
in the Tax Court; consideration of claims in respect to excise (other than 
alcohol, tobacco, narcotics, and firearms) and employment tax cases if the 
taxpayers disagree with the findings of the district director and request appellate 
consideration; consideration and acceptance of closing agreements relating to 
past taxable periods; and the consideration of offers in compromise rejected by 
district directors if the taxpayer requests appellate consideration, 


| 
| 
| 
WORK PERFORMANCE 
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PROGRAM PROJECTED FOR BUDGET YEAR 


The workload of this activity has shown an increase for a number of years. 
A substantial increase in the workload and also in the manpower of the Ap- 
pellate Division occurred in the fiscal year 1953 by reason of the absorption of 
the workload and the personnel of the former conference sections of the offices 
of the internal agents in charge under the reorganization of the Internal 
Revenue Service. While this change has resulted in a decrease in the per 
capita workload of the technical employees now engaged in this activity, it is 
still too high to avoid delays in effecting settlements. Such delays are detri- 
jp to the protection of the revenue and respect for the Internal Revenue 

rvice. 

It is not possible to forecast the long-term effect of the reorganization of the 
Internal Revenue Service on the workload of this activity, because of inade- 
quate experience to gage the effect of the audit activity’s informal conference 
procedure on the flow of work to the Appellate Division, and on the number of 
eases petitioned to the Tax Court of the United States. If the reorganization 
changes are effective in reducing the number of cases protested and petitioned 
to the Tax Court, it will be possible to gradually reduce the present accumula- 
tion of appeals. If, however, the changes do not have this effect, or unseen 
adverse factors arise, additional manpower will be needed in this activity. 


Selected workload data 


1953 actual | 1954 estimate 


Taxpayer conferences 27, 736 37, 300 
Case disposals of appeals 14, 868 24, 750 


Summary"by objective class 


Appropria- 
Activity No. 6 tion base, oe, 


Personal services $8, 239, 700 
Travel ‘ 47, 500 


08 Supplies and materials... 
Equipment 
Taxes and assessments 


Total. 


JUSTIFICATION OF INCREASES BY OBJECTIVE CLASS 
04 Communication services, $55,200.—For payment of postage for penalty 


mailings as required by Public Law 286, 88d Congress. See explanation in gen- 
eral statement. 


Activity No. 7—Legal services 
Appropriation base for 1955 $6, 001, 840 


Budget estimate for 1955. 6, 013, 840 
Increase over base 12, 000 


WORK PERFORMANCE 


This activity covers the functions of the Chief Counsel and includes the fol- 
lowing: Rendering of legal opinions, written or oral, for the guidance of officers 
or employees of the Service; preparation or review of regulations, Treasury 
Decisions, and certain other materials for publication; review of certain rulings, 
closing agreements, and compromises ; preparation or review of recommendations 
to the General Counsel for changes in internal-revenue laws and, when requested, 
the furnishing of technical assistance in the development and drafting of legis- 
lation ; supervision and control of defense of petitions to the Tax Court of the 


1955 estimate 
37, 300 
24, 750 
Increase 
over base 
ol 
04 Communication services.................--.-----.--.------ 52, 200 107, 400 55, 200 
8, 485, 700 8, 540, 900 55, 200 
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United States and determination of whether to acquiesce or nonacquiesce in 
adverse decisions of the Tax Court; recommendations to the Department of 
Justice of what suits should be brought in the courts under the internal-revenue 
laws (including claims for taxes in bankruptcy and receivership cases), whether 
criminal cases involving violations of such laws shall be prosecuted, what de- 
fense should be made in suits brought in the courts against the United States 
or Government officials under such laws, what court decisions under such laws 
(including decisions of the Tax Court) should be appealed and how any such 
court decisions should be handled; and review of proposed abatements, refunds, 
or credits of taxes (including interest or penalties) of any taxpayer amounting 
to $200,000 or over and preparation of the required reports to the Joint Congres- 
sional Committee on Internal Revenue Taxation. 


PROGRAM PROJECTED FOR BUDGET YEAR 


The caseload of this activity tends to increase each year. The present backlog 
is at an all-time high and especially in the litigation phase of the work. The 
volume of this work cannot be controlled since it is dependent upon taxpayers 
who either file petitions to the Tax Court or sue for the refund of taxes in the 
district courts. The amount involved in cases pending as of June 30, 1953, before 
the Tax Court was $1,612,501,222, and before the district courts was $76,231,729. 

There is also a substantial increase in the fraud or enforcement caseload accum- 
ulation. If the rate of increase in discovery of frauds continues during the 
current fiscal year, the present legal staff will be unable to prepare all violations 
for submission to the Department of Justice for prosecution prior to being barred 
by the statute of limitations. Consequently, some criminal violations of tax 
statutes may not be prosecuted. Criminal cases prepared and submitted to the 
Department of Justice resulted in the imposition of fines during the past fiscal 
year totaling $3,026,538. This is exclusive of the deficiencies and civil fraud 
penalties recovered through litigation in the Tax Court. 

There is also a heavy backlog in the cases involving prosecution of claims 
against deceased taxpayers’ estates, insolvent banks, and in liquidation pro- 
ceedings. This caseload accumulation is costly in that failure to adequately 
represent the Government’s interests results in loss of revenue. 

There is another phase of the work which needs to be strengthened. It is that 
of the civil advisory counsel. These attorneys advise and confer with directors 
of internal revenue and other administrative officials on the day-to-day legal 
problems presented at the operating level. With decentralization the directors 
of internal revenue are making increasing demands for this legal service which 
should be given in the interests of economy and efficient administration. During 
this year this service has been expanded in connection with the reorganization 
program and 14 attorneys have been transferred to the field for this work. 

Every effort will be made during the current fiscal year to reduce caseload 
accumulations, continuing full utilization of the legal staff, and continuing 
studies for improvement of existing procedures, taking advantage of any avenues 
of economy that may be presented by the reorganization. 


Selected workload data 


1953 actual | 1954 estimate 
Litigation: 
Enforcement: 
ret 3, 147 3, 200 3, 200 
Alcohol and 11, 129 11, 200 11, 200 
Claims against estates, bankruptcy and receivership pro- 
10, 541 11, 000 11, 000 
wee! of overassessments and proposed refunds in oxcess 
Technical Technical rulings and - 1, 959 2, 000 2, 000 
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Summary by objective class 


Appropria- 


Estimate Increase over 
Activity No. 7 1955 base 


30, 100 42, 100 $12, 000 
65, 000 65, 000 |. 
08 Supplies and materials a 93, 00) 93, 000 . 
15 Taxes and assessments 8, 000 8, 000 ee 


JUSTIFICATION OF INCREASES BY OBJECTIVE CLASS 


04 Communication services, $12,000—For payment of postage for penalty 
mailings as required by Public Law 286, 83d Congress. See explanation in 
general statement. 


Activity No. 8—Inspection service 


Appropriation base for 1955 $3, 632, 950 
Budget estimate for 1955 3 
Increase over base 


WORK PERFORMANCE 


This activity covers the internal audit and internal security activities of all 
Internal Revenue Service offices at both the national and regional levels. 


PROGRAM PROJECTED FOR BUDGET YEAR 


The internal audit program is designed to provide management with a pro- 
tective and constructive service through an independent review and appraisal 
of accounting, financial, and other operating activities. In addition to the verifi- 
cation of accounting records and transactions, it includes a comprehensive review 
and appraisal of Service policies, practices, and procedures to determine their 
adequacy and whether they are being carried out in an effective and efficient 
manner. Although there will be increased activity in connection with this pro- 
gram during the fiscal year 1955, additional manpower will not be required. 
Contemplated revisions in the internal audit function and organization coupled 
with the elimination of unnecessary and unproductive auditing and reporting 
methods will provide the necessary manpower for the increased activity. 

The internal security program is designed to provide a service to management 
by developing and reporting facts concerning the conduct and character of em- 
ployees and prospective employees to assure the highest standards of honesty 
and integrity. The increased activity in this program during the fiscal year 
1955 will be offset by revisions in the organization and the streamlining of investi- 
gative methods and techniques to the extent that no additional manpower will be 


required. 


Selected workload data 


1953 actual | 1954 estimate 


Office audit examinations_-__................---------------.-- 597 920 1,840 
Applicant character investigations_............-.------------- 1, 235 2, 400 2, 700 
Personnel conduct 1, 065 1, 100 1, 100 
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Summary by objective class 


Appropria- crease 
Activity No. 8 base, base 


Transportation of things 0380 

Communication services. ¥ 25, 200 
19, 000 19, 000 

31,000 

500 

200 


Supplies and materials 
Taxes and assessments 


JUSTIFICATION OF INCBEASES BY OBJECTIVE CLASS 


04 Communication services, $6,000.—For payment of postage for penalty mail- 
ings as required by Public Law 286, 83d Congress. See explanation in general 


statement. 

Actiwity No. 9—Statistical reporting 
Appropriation base for 1955. $1, 530, 500 
Budget estimate for 1955 1, 555, 735 


Increase over base. 


WORK PERFORMANCE 


The major operation under this activity is the processing of a sample of tax 
returns covering individuals, corporations, fiduciaries, partnerships, tax exempt 
organizations, estates, trusts, and gifts for the purpose of providing basic infor- 
mation on income, profits, and other taxes and related factors as required by 
section 63 of the Internal Revenue Code. Two publications are prepared there- 
from annually: (1) Statistics of Income, part 1 and part 2, and (2) special 
tabulations for use by the Secretary of Treasury and Commissioner of Internal 
Revenue and for tax studies by the Joint Committee on Internal Revenue 
Taxation. Statistics relating to collections, refunds, additional assessments, 
and other data for public release or inclusion in monthly and annual reports 
of the Secretary and the Commissioner also are compiled. It also includes 
work on data compiled primarily for management purposes, such as management 
information reports and production reports of enforcement officers. This statis- 
tical activity is restricted to work performed in the national office. 


PROGRAM PROJECTED FOR BUDGET YEAR 


This Division, in producing information for inclusion in the Statistics of 
Income volumes in the fiscal year 1955, will be engaged in basic processing, such 
as coding and preparing punchcards from returns for the tax years 1953 and 
1954 ; preparing tabulations from punchcards representing 1952 and 1953 returns ; 
and publishing data resulting from 1950, 1951, and 1952 returns. 

Aside from the resources devoted to completion of the catchup program on 
information pertaining to 1952 and prior year tax returns, the major portion of 
the Division’s resources will be devoted to processing 1953 tax returns. This will 
be a continuation of the previous year’s program. In addition the program 
will be expanded to provide regional analyses and to include preparation of data 
on exempt organizations and sole proprietorships. 

The other phases of the program, such as preparation of annual and monthly 
reports of the Secretary and the Commissioner, will be continued. The program 
for management information reports, largely in the developmental stage in fiscal 
1954, will be conducted for the entire period in fiscal 1955. 

Exploratory studies in problems of variance of the sample and processing of 
returns being conducted in fiscal 1954 will result in the installation of additional 
controls in the processing operations in the Division required to insure adequate 
quality and reliability of the statistical product of the Division. 


t 
Total 8,62, 950 | 6, 000 | 
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The reduction in personnel and budget from the 2 preceding fiscal years will 
not curtail the development of this expanded program and the maintenance of 
timely schedules in view of savings to be derived from increased mechanization 
and management improvements in the Division. 


Selected workload data 


1953 actual | 1954 estimate | 1955 estimate 


Returns and reports received for processing 2, 412, 000 1, 100, 000 
Returns and reports coded 1, 120, 000 ’ 928, 000 
Returns transcribed and edited 266, 000 ‘ 967, 000 
Cards punched and verified 5, 941, 000 4, 561, 000 
©ards tabulated (machine passes) 129, 538, 000 73, 260, 000 
Tables issued: 

Number of tables 631 663 


888 
Number of pages ; 1, 061 1, 900 1, 366 


Summary by objective class 


Appropria- ; crease 
Activity No. 9 tion base, base 


Personal services $1, 400, 000 
Travel 150 150 
Transportation of things 
Communication services . 35, 235 
87, 000 
Other contractual services _ 
Supplies and materials 15, 050 
Equipment 11, 500 
Taxes and assessments 3, ; 3, 300 


1, 555, 735 


JUSTIFICATION OF INCREASES BY OBJECTIVE CLASS 


04 Communication services $25,235—For payment of postage for penalty 
mailings as required by Public Law 286, 3d Congress. See explanation in 
general statement. 


Activity No. 10—Ezecutive direction 
Appropriation base for 1955 $2, 459, 974 


Budget estimate for 1955 2, 463, 924 
Increase over base 3, 950 


WORK PERFORMANCE 


This activity covers the broad policy direction by the immediate office of the 
Commissioner and servicewide planning by the staff of the Assistant Commis- 
sioner (Planning) ; also the broad direction of the administrative functions of 
personnel administration, fiscal management, training and providing operating 
pecan There are no appropriate indices for the measurement of this type 
of work. 

PROGRAM PROJECTED FOR BUDGET YEAR 


The primary objective of this activity—strong leadership, improved manage- 
ment, and efficient operation of the Internal Revenue Service as an integrated 
whole—will remain unchanged during fiscal year 1955. However, the program 
provides for increased emphasis on greater effectiveness in the administrative 
area throughout the service. 
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Summary by objective class 


Activity No. 10 


“on base, 


Personal services 

Transportation of things. 
Communication services. 
Rents and utility services._ 
Other contractual services - 
Supplies and materials 
Equipment. 
Taxes and assessments. 


Total. 


3| 2225 


= 


Statement. 


Justification of increases, by objective class 


Total increase over base, all activities, $4,000,000. 


Analysis of direct and indirect obligations by activity 


04 Communication services, $3,950.—For payment of postage for penalty mail- 
ins as required by Public Law 286, 83d Congress. 


See explanation in general 


Appropriation estimate, 1955 


Activity 


Indirect 


obligations 


Direct Total 
obligations obligations 


Rulings, technical planning, and special technical services. 
Processing and revenue accounting -..........--....--.--- 
Audit of tax returns and collection of delinquent accounts. . 
‘Tax fraud and special investigations 

Alcohol and tobacco tax regulatory work 
Taxpayer conferences and appeals 
. Statistical reporting 
Executive direction 


$3, 796, 479 $20, 761 $3, 817, 240 
73, 563, 222 206, 940 78, 770, 162 
133, 197, 931 393, 197 133, 591, 128 
11, 089, O11 31, 956 11, 120 967 
21,4 5 60, 779 21, 487, 154 
8, 516, 394 4, 506 8, 540, 900 
5, 996, 332 17, 508 6, 013, 840 
3, 627, 839 11,111 3, 638, 950 
1, 526, 370 , 365 1, 555, 735 


Total 


all activities. 


supplies, in the total amount of $807,046. 


There are certain types of obligations which are not susceptible to direct 
allocation to any one activity and therefore must be indirectly distributed to 


These costs are limited to expenses incurred in the national 
office for communication services, stationery and office supplies, and sundry 


The basis for the distribution of indirect obligations is the percentage which 
the estimate for each activity represents in relation to the total estimate. 


boa | 


Estimate, Increase 
1955 over base 
11, 450 $3, 950 
| 
| 807, 046 | 266, 000, 000 
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Standard classification schedule (direct obligations only) 


Increase (+) or decrease 
(—), 1955 estimate 


Appro- Appro- Appro- over— 


priation yriation priation 
estimate, ase for estimate, 
54 1955 1955 


Total number permanent positions 53, 366 
Average number of all employees 53, 500 


Average salaries and grades: 
General schedule grades: 
Average salary $4, 570 4 $4, 611 

GS8-6.3 GS-6.2 


$2, 995 


eS: 


CPC-3.4 |....-. 


OBJECT CLASSIFICATION 


Personal services: 
Permanent positions. 238, 378, 613 236, 278, 613 
Part-time and temporary positions.___| 2, 200, 000 2, 200, 000 
Regular pay in excess of 52-week base_- 915, 500 5, ! 915, 500 
Payment above basic rates. .-........- 395, 250 395, 25 395, 250 


Total personal services _|241, 889, 363 |239, 789, 363 |239, 789, 363 
Travel .-| 5,774, 000 , 000 , 6, 274,000 | - 
Transportation of things__ _.| 1, 105, 300 | 1, 105, 300 |. 
Communication services__.____- .-.-| 1,368,657 , 368, 657 5, 368, 657 
Rents and utility services 3, 507, 680 , 107, 680 | 1, 107, 680 
Printing and reproduction_______________ : , 200, 5, 200,000 | 6, 200, 000 
Other contractual services , 989, & . 989, 500 | 1, 989, 500 
Supplies and 291, 2,291,200 | 2,291, 200 
Equipment 674, 3 574, 300 | 1,674, 300 
Refunds, awards, and indemnities 
‘Taxes and assessments. , , 000 200, 000 


Total appropriation or estimate 6 262, 000, 000 266, 000, 000 


PENALTY MAIL 


Mr. Gary. Mr. Commissioner, as I understand the situation now, 
your appropriation for the present fiscal year was $266 million ¢ 

Commissioner Anprews. That is right. 

Mr. Gary. It is contemplated at the present time that you will 
request a supplemental appropriation of $3,600,000 to take care of the 
cost of mail which was transferred from the Post Office Department 
to your department. 

Commissioner Anprews. That is right. 

Mr. Gary. That would make $269,600,000 for the present fiscal 
year. 

Commissioner ANprEws. That is correct; yes, sir. 

Mr. Gary. The cost of mail for the fiscal year 1955 is estimated at 
$4 million? 

Commissioner AnpDrews. That is right, sir. 

Mr. Gary. On the other hand, expenditures for rent, amounting 
to $2,400,000, which are now paid out of your appropriations, will be 
transferred in 1955 from your department to General Services? 

Commissioner ANprews. That is right. 

Mr. Gary. You are asking for $266 million for the fiscal year 1955 
which will mean that you will have to absorb the difference between 
the $4 million and the $2,400,000, or $1,600,000, from your appropria- 
tion for the fiscal year 1955. 

Commissioner ANprews. That is right. 


| 1955 base — 

53, 331 —35 
53, 465 —35 

ralts | 

| | 
___......| —2, 100, 000 
+500, 000 
4, 000, 000 | +4, 000, 000 
—2; 400, 000 
[+4 000, 000 
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Mr. Gary. How are you determining your mail costs now? 

Mr. Detx. The determination is made under regulations of the Post 
Office Department, and pursuant to law. The procedure is essentially 
this for doing it today: inventory is made of the indicia on hand at 
the beginning of the fiscal year. To that is added the purchases dur- 
ing the year of such indicia and then at the end of the year an inven- 
tory of the indicia on hand is deducted, which will give you, then, the 
number of indicia used during the year. 

To that is then applied the rate set by the Post Office Department 
under appropriate regulations to make the determination of the cost 
for which they will be reimbursed. 

Mr. Gary. Then you do not use meters? 

Mr. Derk. No. 

Mr. McCotitum. We have 1 or 2 meters in the national office for use 
in parcel post shipments. 

Mr. Gary. The indicia that you referred to are the envelopes and 
other wrappers that you have in the Department? 

Mr. Devx. That is correct. 

Mr. McCotium. As well as the indicia that is printed on some of 
our tax forms and instructions that are sent out. 

Mr. James. You have no inventory on that particular indicia? 

Mr. McCouium. We had an inventory made at the end of fiscal 
year 1953 which we used for our estimate of the fiscal year 1954. 

We will get another inventory at the end of 1954 from which we 
will adjust what we had paid the Post Office Department for this 
fiscal year 1954. In other words, our inventory at the end of fiscal 
year 1954 will tell how much we actually used and adjustment will be 
made in the fourth quarter billing. 

Mr. James. You can get credit? 

Mr. McCotium. Yes, sir. 

Mr. James. Because some of your material does not now carry the 
exact language that it formerly did? 

Mr. McCotium. The Postmaster General’s regulations provided 
that the last quarter which was to be filed in the first month after 
the end of the quarter would be in the form of an inventory and 
then adjustments would be made in the amount we previously paid for 

ostage. 
7 Mr. James. I am satisfied with that. 


PENALTY-MAIL COSTS 


Mr. Gary. T ask unanimous consent that circular No. 118, budget 
division, addressed to the heads of the Bureaus of the Treasury De- 
partment, on the subject of penalty-mail costs—accountability, con- 
trol, and reimbursement to Post Office, be inserted in the record at 
this point. 

Mr. Canrrevp. Without objection that will be done. 

Mr. Gary. That is all I have, Mr. Chairman. 

(Circular No. 118 is inserted as follows :) 


T 
t 
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Ocroser 28, 1953. 


Circular No. 118, Budget Division 


To Heads of Bureaus, Treasury Department. 
Subject: Penalty Mail Costs—Accountability, Control and Reimbursement to 
Post Office 


1, GENERAL 


Public Law 286, 83d Congress, approved August 15, 1958, provides that “* * * 
there shall be transferred to the Post Office Department as postal revenue, out of 
any appropriations or funds available to the departments, agencies, and estab- 
lishments concerned, the equivalent amount of postage due therefor, as deter- 
mined pursuant to regulations prescribed by the Postmaster General.” 

The instructions implementing this act were promulgated by the Postmaster 
General on September 1, 1953, and were distributed to Treasury Bureaus under 
transmittal of Budget Division Circular No. 112, dated September 9, 1953. The 
first quarterly payment for the period August 15, through September 30, 1953, 
will be due in the month of October 1953 and it is the purpose of this circular to 
prescribe necessary procedures and instructions covering this and subsequent 
reimbursements to the Post Office Department for penalty mail costs. 


2. ACCOUNTABILITY AND CONTROL OVER PENALTY MAIL 


The volume of mail handled and the physical arrangements for the processing 
of such mail varies se widely between the various Treasury bureaus that it is 
impractical to lay down detailed instructions for accountability and control or 
to attempt to set out detailed operating procedures that could be applied uni- 
formly throughout the Department. Where the volume of mail is relatively small 
and the processing is centralized, the bureaus may find it advisable to avail 
themselves of the privilege of dispensing entirely with the use of matter bearing 
penalty indicia and to use in lieu thereof prepaid postage or postal meters. If 
it is determined that the prepayment of postage is the most advisable under all 
the circumstances, care should be exercised to affix full responsibility and ac- 
countability over the supervision of the use of postal meters or on the individuals 
designated as custodian of the supply of stamps maintained in order to avoid 
misuse or misappropriaton. A periodic checkup of the practices followed and 
an audit of stamp operations should be made a part of the regular internal audit 
program. 

Procedures for exercising accountability and control over the procurement 
and usage of penalty indicia matter, verification of physical inventories of sup- 
ply rooms and cupboard and desk stocks with inventory records and adjustments 
with Post Office records for transfers, spoilage, obsolescence, ete., will be de- 
veloped by each bureau to fit each particular local requirement and situation. 


3. INVENTORY REPORT AS OF JUNE 30, 1953 


In accordance with Budget Division Circular No. 105, dated June 9, 1953, re- 
ports of inventory of matter bearing penalty mail indicia on hand and on order 
as of June 30, 1953, were furnished by each bureau to the departmental budget 
office on form B/A-46 (Rev. 5-51). These reports were consolidated to form a 
summary report for the Department as a whole as of June 30, 1953, and the re- 
port was submitted to the Post Office Department. Accordingly, the inventory 
position of the Department as of that date is a matter of record in the Post Office 
and all changes occurring in the inventory subsequent to June 30, 1953, by reason 
of usage, acquisition, spoilage, transfers, obsolescence, etc., must necessarily be 
reported to the Post Office Department in order that future reports will be recon- 
cilable with the report of June 30, 1953. 


4, INVENTORY CHANGES SUBSEQUENT TO JUNE 30, 1953 


The Post Office instructions of September 1, 1953, transmitted with Budget Di- 
vision Circular No. 112, prescribes the system of reporting to the Post Office De- 
partment all changes in inventory of penalty mail matter including acquisitions, 
spoilage, transfers, obsolescence, etc. Since the inventory report of June 30, 
1953, represents a starting point in the exercise of control over postage due the 
Post Office, it is important that effective procedures be established and main- 
tained to insure the transmission to the Post Office Department (Bureau of the 


42490-—54—-42 
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Controller, Division of Accounting, Washington 25, D. C.) of copies of all pur- 
chase requisitions and reports of transfers, spoilage, ete., as prescribed in the 
instructions of September 1, 1953. Failure to forward such notification will lead 
to questioning of subsequent inventory reports by the Post Office and resultant 
rechecking, explaining, and correspondence handling which would otherwise be 
unnecessary. 


5. QUARTERLY REPORTS FOR PERIOD ENDING SEPTEMBER 30, 1953 


Two reports covering penalty mail will be required for the quarterly period 
ending September 30, 1953, including: 
A. Certificate of official matter mailed under the penalty privilege—Post 
Office Form B/A-47 (Rey. 9-53). 
B. Quarterly certificate of compliance. 
These reports will be submitted to the departmental budget office in triplicate 


within 30 days following the close of the quarter in accordance with the follow- 
ing instructions: 


A. Certificate of official matter mailed under the penalty privilege—Post 
Office Form B/A-47 (Rev. 9-53) 

Within 30 days following the close of the quarter ending September 30, 
1958, each treasury bureau will prepare “Certificate of official matter 
mailed under the penalty privilege”—Post Office Form B/A-47 (Rev. 9-53), 
separate forms being executed to cover: 

1. Mailings from July 1, 1953, to August 15, 1953. 
2. Mailings from August 15, 1953, through September 30, 1953. 

Where records do not readily separate the actual volume of mailings be- 
tween the 2 periods indicated, best estimates should be used, or, in the 
absence of special mailings and under normal conditions, the total mailings 
for the quarter may be evenly divided in determining the mailings for each 
of the 2 periods. 


B. Quarterly certificate of compliance 

Pursuant to the provisions of section 306, title III of the act of June 25, 
1948 (Public Law 785, 80th Cong.) each bureau head will execute a quarterly 
certificate of compliance in the form indicated in exhibit D attached. These 
certifications by the bureau heads will form the basis for a similar certifica- 
tion to be executed by the Secretary for the Department as a whole, which is 
required by law to be submitted to the Post Office Department. 


6. PAYMENTS FOR PENALTY MAIL 


A deposit fund account “Penalty mail payments, Treasury Department, sym- 
bol 20X6895”" will be established by the Bureau of Accounts to carry into effect 
the Post Office regulations issued pursuant to Public Law 286. This account 
will serve to assemble the payments made by the various bureaus and offices of 
the department for the submission of a consolidated report and payment for 
penalty-maii costs to the Post Office Department. 

Each bureau serviced by the Division of Disbursement will prepare “Voucher 
and schedule of withdrawals and credits,” Standard Form 1081, charging the 
appropriate appropriation in the amount of the payment for penalty-mail costs, 
rounded to the nearest dollar amount, and crediting to ‘Penalty mail payments, 
Treasury Department symbol 20X6895.” The voucher and schedule will be sent 
to the Division of Disbursement in accordance with the normal flow of disburs- 
ing transactions. The Division of Disbursement will furnish a paid copy of 
form 1081 to the Administrative Accounts Branch of the Bureau of Accounts. 

Each bureau which performs its own disbursing functions (the United States 
Coast Guard, the Comptroller of the Currency, and Office of International 
Finance) will draw a check payable to “Treasurer of the United States” in the 
amount of the payment for penalty-mail costs, rounded to the nearest dollar 
amount. Such checks will be forwarded to the Administrative Accounts Branch, 
Bureau of Accounts, Treasury Department, for deposit to the credit of “Penalty 
mail payments, Treasury Department, symbol 20X6895.” 

When all bureaus have forwarded the required vouchers or remittances the 
Administrative Accounts Branch, Bureau of Accounts, Treasury Department, 
will prepare a voucher in favor of “Treasurer of the United States—Service of 
the Post Office Department, symbol 47001” in the total amount received for the 


purpose and charge, “Penalty mail payments, Treasury Department, symbol 
20X6895.” 
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When the above check has been prepared the Administrative Accounts Branch 
will notify the departmental budget office and the departmental summary “Cer- 
tificate of official matter mailed under the penalty mail privilege,” form B/A-47 
(Rev. 9-53), together with the Secretary's certificate of compliance will be for- 
warded to the Administrative Accounts Branch so that these reports will accom- 
pany the check in payment thereof to 

THE Post OFFricE DEPARTMENT, BUREAU OF THE COMPTROLLER, DIVISION OF 
ACCOUNTING, 
Washington 25, D. OC. 


Attention is invited to paragraph 2 of Bureau of Budget bulletin No. 544, 
dated September 21, 1953, relating to the establishment on the books and 
inclusion in reports of obligations to cover the accruing costs of penalty mail 
each month under object class 04. 


7. PAYMENT FOR FOURTH QUARTER ENDING JUNE 30, 1954 


The same procedure indicated above will be followed for the quarter ending 
June 30, 1954 except that where the payments for prior quarters have been made 
on an estimated basis, appropriate adjustment will be made in the final quarter 
to bring these payments in line with the actual costs for the year. 


8. ANNUAL INVENTORY OF PENALTY MAIL 


In addition to the certificates of compliance and the certificates of official 
matter mailed (form B/A-47), bureaus will prepare and submit to the depart- 
mental budget office an annual inventory of penalty mail (Post Office Form 
B/A-46 Rev. 9-53), at the close of each fiscal year. These forms will be sup- 
ported by forms B/A~47 covering official matter mailed during the year and must 
be reconcilable with inventories reported on hand and on order at th close of the 
year preceding as adjusted by reports of procurements, transfers, obsolescence, 
spoilage, etc., made during the year to the Post Office Department. The total 
number of pieces mailed as shown on the four quarterly forms B/A-47 must 
agree with the total mailed on the Annual Inventory Form B/A-46. 

The individual bureau inevntory reports will be consolidated into a summary 
report for the Department as a whole and certified to the Post Office Department 
by the departmental budget officer at the close of each fiscal year. 

After submission to the Post Office Department a reconciliation will be made 
between the data shown on the Department’s summary report and the control 
records in the Post Office Department taking into consideration all purchase 
requisitions, usage during the year and notices of transfers, spoilage, obsolescence, 
etc. Any questions with respect to such reconciliation will be referred by the 
Post Offce Department to the departmental budget office. 

In order to provide the necessary information for resolving any questions 
which may arise in connection with this reconciliation, all Treasury Bureaus 
are requested to schedule on the reverse side of the Annual Inventory Report, 
Form B/A-46 (Rev. 9-53), all changes occurring in the inventory since the 
report of the year preceding including: 

A, Adjustments (see column e on face of the form). 

B. Additions (column f on face of the form). 

C. Number declared obsolete, obliterated, destroyed, etc. (column h on 
face of the form). 

Additions should contain a reference to the purchase requisitions by number 
and date. The other types of inventory adjustments should contain a reference 
to the dates notification of the adjustments was forwarded to the Post Office 
Department. 


9. DISTRIBUTION OF FORMS 


The various Post Office penalty mail forms referred to in this circular (B/A—46 
Rev. 953; B/A-47 Rev. 9-53; B/A-48 Rev. 9-53) have been reproduced and a 
limited supply is on hand in the departmental budget office and available to 
Treasury bureaus upon request. 
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10. BUDGETING FOR PENALTY MAIL 


Instructions covering the proper treatment of penalty mail costs in budget 
green sheets and schedules in the budget submissions for 1955 are contained in 
Bureau of Budget Bulletin No. 54-4, which was distributed under cover of 
Budget Division Circular No. 114, dated September 25, 1953. [n this connection, 
attention is also invited to Budget Division Circular No. 112, dated September 9, 
1953, wherein certain analyses of estimated penalty mail costs in 1954-55 were 
requested. These analyses should be completed and submitted to the depart- 
mental budget office as soon as possible since they will provide the basis for 
the inclusion of penalty mail costs in the budget submission for 1955 now pending 
in the Bureau of the Budget. 


11. ECONOMY IN USE OF MAIL 


All Treasury bureaus are expected to maintain a continuing survey of their 
correspondence and mail practices to guard against indiscriminate and un- 
necessary mailings, to insure that the most economical means are used and to 
prevent wasteful or extravagant penalty mail costs. Attention is invited to the 
suggestions for promoting better mailing practices contained in Bureau of Bud- 
get Circular No. A-33 and supplement thereto on this subject. 


12, EXHIBITS 


Attached hereto are exhibits of the various forms referred to herein for use in 
reporting on penalty mail as follows: 
A. Annual Inventory of Penalty Matter—Post Office Form B/A-46 (Rey. 


53). 

B. Certificate of Official Matter Mailed under the Penalty Privilege—Post 
Office Form B/A-47 (Rev. 9-53). 

C. Statement of matter bearing penalty indicia prepared or procured locally— 
Post Office Form B/A-47 (Rey. 9-538). 

D. Certificate of Compliance with the provisions of Section 306, Title III of 
the Penalty Mail Act, Public Law 785, as amended. 

W. L. Jonnson, 


Budget Officer, Treasury Department. 
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D 
Bureau 


(Date) 


CERTIFICATE OF COMPLIANCE WITH THE PROVISIONS OF SECTION 306, TITLE III OF 
THE PENALTY MAIL ACT, PUBLIC LAW 785, AS AMENDED 


Pursuant to the provisions of section 306, title III of the act of June 25, 1948 
(Public Law 785, 80th Cong.), that— 

“The head of each independent establishment and executive department 
(other than the Post Office Department) shall certify to the Postmaster 
General at the end of each quarter that nothing was transmitted throug 
the mail free of postage by the independent establishment or department in 
violation of the provisions of this section,” 

I hereby certify that during the quarter ended ~~---------- , 19__, no book, 
report, periodical, bulletin, pamphlet, list, or other article or document was trans- 
mitted through the mail free of postage in violation of section 306 of the Penalty 
Mail Act of 1948, approved June 25, 1948, by this department or establishment, 
including all such mailings by its branches or field offices. 


(Title) 


Mr. Canrretp. Mr. Commissioner, there is a roll call in the House. 
Perhaps we should adjourn now and it would be good for all of us 
if we could come back for half an hour after lunch to clean up this 
internal revenue matter today. ‘ 

The committee will now adjourn until 2 o’clock this afternoon, 


when we will complete the examination of the Internal Revenue 
Service. 


SERVICES OF JAMES TURNER 


Mr. Canrievp. The committee will come to order. 
My first question this afternoon, Commissioner Andrews, is inspired 
ause of a report I heard a few moments ago. Yesterday you told 
us about the deep dedication of so many of your employees in the 
Internal Revenue Service, and I understand now that you have lost 
temporarily, at least, the services of one of your employees in the 
Washington office, which occurred this very day. 

Can you tell us who he is and what his duties are? 

Commissioner Anprews. This man that you are referring to is 
James Turner. He is the No. 2 man in the office that has to do with 
research and planning under Dr. Atkeson, who is Assistant Com- 
missioner in charge of that activity. 

At lunch today Mr. James Turner collapsed and we had to send 
him to the hospital. We don’t know what is wrong with him. 

Speaking of his dedication, incidentally, he is the man who worked 
out the standard deduction which is used along with the withholding 
tax in order to make the present broad tax base workable. 

Contrary to our wishes, but nevertheless on his own determination, 
he has been working pretty hard for quite some time, and I guess what 
happened today is just the show-up of the results of all of that. We 
don’t know. 


I expect that exhaustion contributed to his collapse. I hope it is 
nothing worse. 
Mr. Canrtevp. Was Mr. Turner rewarded for his services in work- 


ing out the standard deduction in place of itemized deductions on 
the individual income tax form ? 
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Commissioner ANprews. Yes, he won the Arthur Fleming Award 
for it. He is probably, certainly as far as our shop is concerned, one 
of the finest idea men we have. He is always working in that field 
and doing an outstanding job and to lose him just for a few days puts 
quite a gap in our setup. 


INCENTIVE AWARD PROGRAM 


Mr. Canrietp. How about the incentive award program in the In- 
ternal Revenue Service? 

Commissioner ANprREws. Suppose you explain that, Mr. Delk? 

Mr. Detx. We have just completed a program of assignment 
throughout the field to specific offices responsible for moving this pro- 

am along. We have found that it has not been effectively used in 
the past because of not having been organized as a definite respon- 
sibility of a person in each major office to see to it that the contribu- 
tions made by individuals are brought to our attention so that they 
may be rewarded accordingly. 

he program is beginning to pick up and we expect very shortly to 
have more of the individual accomplishments brought to the atten- 
tion of the officials that can take action to reward these people, as 
well as compiling nationally the figures in regard to the program so 
that it may be given more publicity among the employees, and there- 
fore create more incentive among them. 

Commissioner ANprEws. On that subject, Mr. Chairman, I might 
say to you, and this would be of special interest to Mr. Vursell, in 
view of some of his questions, on a recent field visit to our Austin, 
Tex., office, I personally made two of those awards at an assembly of 
the employees down there, and both of them were won by women. 

Mr. Gary. Mr. Commissioner, I did not see the program, but sev- 
eral people have told me that they saw you on television not long 
ago making an award to one of your employees and that you did a 
very excellent job. 

‘ommissioner AnprEws. That program was interesting to us for a 
— good reason. 

ere was a chap who is an alcohol and tobacco tax man who works 
primarily in the field of alcohol tax problems. 

He is a fellow about 37 or 38 years old, a graduate of one of the 
North Carolina colleges, who frankly looked more like a quiet Sun- 
day-school teacher than anything else. 

He went out 1 night and came on a still with 7 people there and 
he brought in all 7 pe gos and 3 automobiles, brought them to justice. 

The Treasury Men in Action decided they wanted to dramatize 
that, and that was the episode that they put on 2 weeks ago. 

On that particular occasion we thought it would be well to have him 
there at the conclusion of this program, where his exploit was fea- 
tured, and to give him the award for meritorious service, and at the 
same time as a surprise to him we made him supervisor of the unit 
down in North Carolina. 

That was not the only outstanding thing that that fellow has done. 
His is just another case of dedication. There is a man who, in my 
opinion, could do a lot better for himself if he wanted to outside of 
the Service, but he has chosen to remain init. I think he is thoroughly 

happy init. He has certainly done an outstanding job. 


664 


How in the world he survived some of the things he has done, I 
don’t know, but he is apparently without fear of any kind. 


COLLECTIONS 


Mr. Canrtetp. Will you insert in the record an analysis of your 
collections during the current fiscal year, and what you anticipate 
to collect during the next fiscal year ? 

Commissioner Anprews. Yes, sir; we will put that in. 

(The information requested is as "follows: > 


The internal revenue collections for the month of December 1953 and this 
fiscal year to date are based on gross collections rather than deposits, and so the 
totals are not directly comparable to internal revenue receipts as shown in the 
Treasury Daily Statement of December 31, 1953. These gross collection figures 
exclude customs and miscellaneous receipts as well as refunds and old-age 
insurance appropriations and, therefore, are not comparable to net budget re- 
ceipts. Collections by major categories for December 1953 and for the fiscal 


year 1954 to date are summarized below with figures for the corresponding 
periods last year. 


Collections, by major categories, for December 1958 and for fiscal year 1954 to date 
{Millions of dollars] 


Month of Fiscal year to 
December date 
Major classes 


1952 

Corporation income and profits taxes !__............-....-...-- 2, 785 1, 882 7,821 5, 422 
Individual income and employment taxes ?__.._______..__.-_.-- 643 566 14, 695 15, 907 
Alcohol taxes... 220 216 1, 482 1, 521 
Documents, other a and playing cards__..........-. 6 5 45 43 
Manufacturers’ excise taxes !__...............-.----- 266 44 1,353 1,302 


Total internal revenue collections... 


! See following explanation of factors affecting collections during current year. 
2 Includes old-age insurance, unemployment insurance and railroad retirement taxes. 


The collections results are compiled from monthly reports prepared by each 
of the 64 district offices of the Internal Revenue Service. The figures cover all 
payments actually received during the period specified, including taxes, penalties, 
interest, costs, court fines, judgments, offers in compromise, proceeds from 
seizures, etc. In addition to remittances made by cash, check, or money order, 
the amounts include payments made in the form of Treasury savings notes, 
Treasury tax anticipation bills, Federal Reserve bank receipts issued in exchange 
for tax-anticipation bills, and Federal depositary receipts. 

Employers whose total monthly liability for income tax withheld and old-age 
insurance taxes exceeds $100 are required to make monthly deposits of such 
taxes in the Federal Reserve banks or certain designated commercial banks. 
(Beginning July 1, 1953, this system was extended to cover certain excise taxes, 
as explained below.) As evidence of such deposits the employers receive 
depositary receipts which they forward with their quarterly tax returns in 
payment of the taxes reported thereon. Amounts received in payment for 
depositary receipts are reported as revenue receipts in the Treasury Daily State- 
ment at the time the money is actually received by Government depositaries, 
whereas such amounts are not taken up as collections in the records of the 
Internal Revenue Service until such time as the quarterly tax returns are filed. 

This is the principal reason for the difference between the internal revenue 
receipts of $27,182,000,000 shown in the Teasury Daily Statement and the internal 


on 
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Zz 
4,368 3,008 | | 26, 546 
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revenue collections total of $26,546,000,000 shown herein for the 6-month period 
ending December 31, 1953. 

Differences also result from the fact that several days may elapse between 
the receipt of a tax payment in the internal revenue district office and the 
inclusion of such payment in the Government depositary reports on which the 
data in the Treasury Daily Statement are predicated. 

The pattern of corporation income and profits tax collections by months 
throughout the current fiscal year will differ from prior years due to the speedup 
of corporation tax payments provided for in the Revenue Act of 1950. This 
act provided for a gradual increase, over a 5-year period, in the installment 
payments made by corporation in the first and second quarters following the 
end of each taxable year, and a corresponding decrease in the installment pay- 
ments made in the third and fourth quarters. For example, a corporation 
making installment payments on its income-tax liability for the calendar year 
1951 was required to pay at least 35 percent of its total tax in March 1992, 
35 percent in June 1952, 15 percent in September 1952, and 15 percent in Decem- 
ber 1952. The same corporation, in making installment payments on its income- 
tax liability for the calendar year 1952, was required to pay at least 40 percent 
in March 1953, 40 percent in June 1953, 10 percent in September 1953, and 10 
percent in December 1953. In payment of its income-tax liability for the 
ealendar year 1953, the corporation will pay at least 45 percent in March 
1954, 45 percent in June 1954, 5 percent in September 1954, and 5 percent in 
December 1954. For taxable years ending on or after December 31, 1954, the 
transition to a 2-installment system will have been completed, and the entire 
tax is to be paid in the first 2 quarters following the end of the taxable year. 

The pattern of excise tax collections hy months throughout the current fiscal 
year also will differ from prior years due to the recent changes in the methods 
by which excise-tax payers file their returns and report their taxes to internal 
revenue district offices. Instead of filing monthly tax returns, excise-tax payers 
now report their taxes on a new quarterly excise-tax return, form 720. The 
new quarterly return must be filed on or before the last day of the month follow- 
ing each quarter, with an additional 10 days allowed for filing if the return is 
accompanied by depositary receipts showing timely deposits in full payment of 
the taxes due for each month of the quarter. The first return on form 720 was 
due October 31, 1953 (or November 10, 1953, in cases where the additional 10- 
day period applied) covering the quarter ended September 30, 1953. The return 
on form 720 covering the quarter ended December 31, 1953, will be due January 
31, 1954, or February 10, 1954. The taxes affected by this change include all 
of the taxes designated as “Manufacturers’ excise taxes” and ‘Retailers’ excise 

taxes” and all but a few of the excise taxes classified under the “Miscellaneous 


tax” category. 
ANTICIPATED COLLECTIONS DURING THE FISCAL YEAR 1955 
Based on the President’s 1955 budget message, the gross receipts from internal 


revenue taxes during the fiscal year 1955 is estimated to be $67,079 million. This 
is on the basis of the Treasury Daily Statement. 


ADDITIONAL ENFORCEMENT AGENTS 


Mr. Canrtevp. At this time will you state for the record, again, how 
vou expect to have a total of approximately 1,500 additional enforce- 
ment agents during the next fiscal year? 

I know that you indicated earlier that these would be made possible 
through savings and adjustments within your organization. I do feel, 
however, that another statement at this time would be in order. 

Commissioner Anprews. I think that it would be well to be more 
specific about it than we have been up to now. 

We have worked out a rather interesting summary of that, which I 
will ask Mr. Delk to present to you. 

Mr. Detx. As you will reeall—when we previously referred to the 
reduction in the number of regions on July 1, 1953—in reducing the 
number of regions we saved about 450 positions, amounting to about 


$2,533,000. 


In eliminating certain work processes and decentralizing authority 
to the field so that the field may act finally on many transactions that 
heretofore have gone through several unnecessary reviews and have 
been required to come into Washington, notwithstanding the field 
action. We have reduced the national office 901 positions, with a total 
saving there of approximately $5,568,000, making a total of $7,101,000 
of savings in our present appropriations. 

These savings are being applied to greater enforcement and will 
provide for about 1,500 agents more than we have heretofore had. 

We are in the process, as previously outlined, of recruiting those 
agents now and getting them trained and into operation. That is the 
reason why we are able to have that increase without an increase in 
the appropriation. 

Commissioner ANprEws. You will remember last year I stressed the 
point that we intended to make a concerted drive on what we termed 
overhead and to apply whatever we could save in that direction to 
improving our enforcement setup. This is a tangible illustration of 
what could and has been accomplished in that direction. 


PROGRESS OF REORGANIZATION PROGRAM 


Mr. Canrietp. Commissioner Andrews, can you tell us now about 
how much of your reorganization as ore has been completed, and 
how long you think it will take to complete it finally ? 

Commissioner Anprews. I feel this way about this reorganization 
matter, as far as we are concerned the fundamental thing that needs 
to be done with regard to reorganization is pretty well done now with 
the exception of clarification of the collection setups which is now com- 
ing in for rather concentrated attention, it having been assigned a less 
pressure priority than the other operating aspects that we tackled 
immediately. 

From here on out we have the matter of refinement of making the 
thing work—that process that an automobile goes through in the sev- 
eral years of development that it has before it is finally put on the 
market as a finished product. 

My own feeling about it is that we should not allow ourselves to feel 
that we are going to be in a position that we can come before you and 
say that we are now satisfied with our setup until perhaps another 2 
years. 


POLICY OF EXAMINING RETURNS FILED BY BUSINESS TAXPAYERS 


Mr. Canrrexp. Last year you mentioned your new policy of ex- 
amining Federal tax returns filed by business taxpayers at the same 
time the income-tax examination is being made. 

How is that policy being carried out? ‘ 

Commissioner Anprews. That policy is getting underway quite well. 


CONVICTIONS FOR TAX EVASION 
Mr. CanFretp. Do you know how many convictions for tax evasion 
were made during the past year? 
Commissioner ANDREWs. During 1953 or up through the calendar 


¢ 
Mr, CanFieLD. This fiscal year. 
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Commissioner ANnprews. In fiscal year 1953 there were 894, I be- 
lieve. 

Mr. CanrFretp. Will you be good enough to insert the figure in the 
record, together with the amount of additional taxes and penalties? 

Commissioner ANbREws. Yes, sir; we will put that in. 

(The information requested is as follows ; 


Convictions} Additional taxes 
for tax and penalties 
violations recommended 


Fiscal year"1952 508 
Fiscal year 1953 804 
First 6 months 1954 489 


TERMINATIONS FOR BREACH OF TRUST 


Mr. Sirminski. Commissioner Andrews and gentlemen, I ap- 
preciate the tensions that are arising in the use of the word “security” 
and the use of the word “loyalty,” and the necessity of keeping abreast 
of measures needed to safeguard the Nation’s welfare. I wonder if 
you think we could put an umbrella over the words “security” and 

loyalty” in the release of personnel by the use of the phrase “breach 
of trust.” 

Commissioner ANprews. I think about all that we could say there, 
Mr. Sieminski, would be this, I do not want to argue against your 
term “breach of trust,” but 1 would point out to you that there are 
? many reasons for terminations that breach of trust is just one of 
them. 

Moreover, whatever may be the cause of a termination, we are still 
in that position of being more or less restricted as to what we can or 
cannot say. We are restricted both by the laws that govern our 
actions as officials of the Revenue Service, and also by the ordinary 
laws of libel and slander that make businessmen cautious as to what 
they say in a situation of that kind. 

inally, we, in the Revenue Service, being a part of the Treasury 
Department, very naturally have to take our cue from whatever policy 
is adopted by the Treasury Department through their General 
Ciena who has been designated by the Secretary as the person in 
charge of this particular problem. 

Mr. Sremrnskr. I appreciate the answer, Commissioner Andrews. 
What I had in mind was that in the affairs of men many things are 
handled privately and quietly. 

Public law is not resorted to in many instances to effect desirable 
means; yet we do not want to use extra-legal methods to deny people 
their legal rights. 

For instance, I note that one thing you must be careful of is the 
disclosure, as mentioned, of your position. In the Infantry when we 
do not know the situation, and want to draw fire, we sent scouts out. 
The enemy fires and thus reveals its position. 

I realize that when you are attacked on the loyalty and securit 
ground, there is that possibility that you are being deliberately chal. 
lenged to reveal sensitive positions. 

owever that may be, { thought I should like to make the expres- 


sion so that we could develop public appreciation of the need that 


| 
$250, 778, 465. 79 
150, 609, 663. 75 
71, 206, 925. 85 
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often exists in the affairs of men for relying upon a sense of trust 
and for people to do the right thing when a breach occurs. 

Mr. Canrrecp. Commissioner Andrews, 1 was exceedingly well 
pleased with your presentation for the committee last year, and I 
am equally pleased with your presentation this year. 

Very definitely it shows what I like to call a real dedication on your 

art and the part of your team and it shows real progress. 1 cannot 
help but feel that it will be well received by my colleagues in the 
Congress, and again I wish to repeat that you have one of the most 
difficult and most onerous assignments in the Federal Government. 

However, I believe most sincerely that it is a job that you are 
doing very well and that you are able to do very well. 

Again, I wish to wish you and your team, and all the employees 
of the Internal Revenue Service well. 

Commissioner ANprEws. Thank you very much, Mr. Chairman. 

Mr. Gray. I want to say that I think the Commissioner has given 
us a very comprehensive and clear picture of the operation of his 
department. told this committee a year ago that he would make 
an excellent Commissioner of Internal Revenue, and I think he has 
already proven it. 

Mr. Sreminski. I appreciate very much the courtesy afforded me 
to take some observations during the course of this hearing, and I 
wish to express to Commissioner Andrews our appreciation for the 
courtesy which he has shown to us. 

Commissioner Anprews. I am grateful for that, and we are glad 
that you gentlemen have that impression of us. We do have a tough 
job, but it is never hard to do a tough job when you have got the 
cooperation of people who can help you, and we are certainly getting 
it from everyone from the Secretary on down, and also from you 
gentlemen on this committee. We appreciate it. 

Mr. Canrievp. I want to repeat this year the invitation I made on 
behalf of this committee last year, please feel free to come down and 
talk with us regarding any new problems that may develop in the 
course of your work. 


Commissioner ANprEws. Well will surely do that. Thank you, Mr. 
Chairman. 


Estrmatep Costs FoR GOVERNMENT PRINTING 


Mr. CanFietp. The Government Printing Office had submitted some 
estimated costs for printing and reproduction for the Treasury De- 
partment, to become effective February 2, 1954. 

Will you tell the committee, Colonel Johnson, what effect this will 
eee an your budget program for 1954 and your budget estimates 

or ? 

Mr. Jounson. The first information we had of this subject was a 
letter from the Public Printer, dated January 15, 1954, which I have 
with me, and which you may wish to insert in the record. 

Mr. CanrieLp. Without objection, the letter from: the Government 
Printer, addressed to the Honorable George M. Humphrey, Secretary 


of the Treasury, dated January 15, 1954, will be inserted in the record 
at this point. 


(The letter referred to is as follows :) 
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JANUARY 15, 1954. 
Hon. GreorGeE M. HUMPHREY, 
Secretary of the Treasury, Washington, D. C. 


My Dear Mr. HumpuHrey: In the past 8 months that I have been Public Printer, 
I have been trying to learn as much as possible about the Government Printing 
Office, and to carry out the pledges of the administration to reduce governmental 
costs wherever possible. I came to the Government Printing Office determined 
to operate it as much like a private printing plant as possible. Shortly after I 
took office, the Congress approved a business-type budget for the Government 
Printing Office, which is set up in almost the same manner as the budget for any 
large private printing plant. I believe that this change has resulted in real 
savings, and the mere shift in emphasis from the regular type Government ap- 
propriation to a business-type structure is in itself causing everyone concerned 
at the Government Printing Office to adjust his thinking from the regular Govern- 
ment terms to the thinking of people engaged in a business activity. 

I also instituted a series of internal budgets for the administrative and service 
divisions with a resulting reduction in overhead expenditures of over $882,000 a 
year. While Congress was out of session, one of our night shifts was almost 
completely discontinued, and by operating on a two-shift basis instead of a 
three-shift basis, there was a saving of $23,000 per month. We are continuing to 
operate with only two shifts in as many areas as possible, even though Congress 
has reconvened, and are still realizing a saving of approximately $11,000 per 
month. A short time ago I initiated action to return to the Treasury $5 million 
of our cash working capital, which I felt could be utilized to better advantage 
elsewhere in the Government. A number of other reductions in expenses have 
taken place, all aimed at my goal of maintaining a high production with overhead 
expenditures reduced to a minimum. 

This program is now beginning to produce dividends in the form of a reduc- 
tion in printing costs to the Government agencies which are customers of the 
Government Printing Office. I am notifying all Government agencies that effec- 
tive February 1, charges for work performed in the Government Printing Office 
will be reduced 5 percent. (There will be a very few exceptions in highly 
specialized fields.) This, I am informed, is the first general reduction in the 
cost of Government printing to take place in 20 years. My hope and aim is that 
this is not the end but only the beginning. 

I am looking forward to the day when every Government agency will have its 
printing done at the Government Printing Office, not because it is required to do 
so by law, but because the Government Printing Office renders the type of service 
the agency wants when the agency wants it. 

Very truly yours, 
RAYMOND BLATTENBERGER, 
Public Printer. 


Mr. Jounson. Subsequent to the receipt of this letter, a further 
communication was addressed to the printing and publishing officials 
of the Federal Government by the Public Printer, dated January 18, 
1954, which reads as follows: 


Effective February 1, 1954, as a result of economies made in the Government 
Printing Office operations during the past 6 months, charges for printing and 
binding work performed at the Government Printing Office central plant will 
be reduced 5 percent below the rates listed in the office’s current scale of prices. 
(Exceptions: Patents, postal cards, and money orders, to which special rates 
apply.) 

Paper and commercially procured printing and binding will continue to be 
charged at cost to this Office. 

In connection with this reduction, Mr. Chairman, it should be 
understood that when orders for printing are placed with the Govern- 
ment Printing Office, that office does not necessarily perform the 
work within its own central printing plant, but may contract the work 
to commercial printing establishments when such action is advisable 
or necessary because of the nature of the material to be reproduced. 

It should be noted that the 5-percent reduction will apply only to 
work performed by the Government Printing Office central plant. 
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Further, it is understood that the 5-percent reduction will apply 
only to labor costs within the GPO since there has been no change in 
prices warranting a reduction in the cost of paper and printing 
materials. 

In order to assist in appraising the effect of this reduction on the 
printing and reproduction requirements of the Treasury, I have had 
prepared an analysis of the estimated cost for printing and reproduc- 
tion for the fiscal years 1954 and 1955 for such, operating appropria- 
tion concerned which breaks down the estimates between work per- 
formed by the GPO, work performed commercially under contracts 
made by the GPO, and other printing costs. 

Other printing costs include such items as the purchase of securiti 
currency, checks, stamps, et cetera, from the Bureau of Engraving an 
Printing and the costs of operating local printing and reproduction 
facilities authorized by the congressional Joint Committee on Print- 
ing. You may wish to insert this statement in the record. 

his would indicate that the 5-percent reduction announced by the 
GPO would apply only in part to the estimates in the column headed 
“Work performed by GPO.” 

A further qualification should be made, however, in applying this 

5-percent reduction. 

ased upon the information we have received the reduction is 
applicable only to labor costs in the GPO. The ratio of labor costs to 
the total estimated printing bill will vary according to the nature of 
the printing to be performed. 

For example, it is understood that this ratio may range from 
approximately 40 percent for labor in the case of a mass production of 
income-tax returns for the Internal Revenue Service to as much as 95 
percent in other types of printing of limited quantities of material 
where the labor cost is the primary expense involved. 

For these reasons it is impossible for the Treasury to determine in 
advance of the placing of orders with the Government Printing Oflice 
just what distribution that Office will make in its charges between 
abor and material costs. 

May I insert this table, Mr. Chairman, which is the estimated costs 
ag) gr fan. and reproduction for the fiscal years 1954 and 1955? 

r. CANFIELD. Without objection, the table will be inserted in the 
record at this point. 
(The table referred to is as follows :) 
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Estimated costs for printing and reproduction (objective class 06), fiscal years 1954 
and 1955 


Fiscal year 1954 


Private 


Appropriation Work printing Other 


performed | under con- 
by GPO | tract made printing ! 
by GPO 


“Salaries and expenses, Office of the Secretary” 
“Salaries and expenses, Bureau of Accounts” 

“Salaries and expenses, Division of Disbursement’’__-_- 
“Administering the Public Debt’”’ 
“U.S, Savings Bonds Division” 
“Salaries and expenses, Office of the Treasurer’. __....- ‘ 
“Salaries and expenses, Internal Revenue Service’’_....| 3, 348, 300 
“Salaries and expenses, Bureau of Customs’’ 150, 000 
“Salaries and expenses, Bureau of Narcoties’’___ 5, 250 
“Salaries and expenses, U. 8. Secret Service’’___ 5, 000 
“Salaries and expenses, Bureau of the Mint”’ 9, 400 
“Operating expenses, Coast Guard” 379, 350 
“Reserve training, Coast Guard”’ 710 


Fiscal year 1955 


Private 
Appropriation Work printing Other 
performed | under con- 
by GPO | tract made| PUNE 
by GPO 


“Salaries and expenses, Office of the Secretary” $7, 500 
“Salaries and expenses, Bureau of Accounts’’- aivtbh 44, 600 
“Salaries and expenses, Division of Disbursement”. 21, 339 
“Administering the Public Dept”’ 5 
“U.S. Savings Bonds Division’”’ 

“Salaries and expenses, Office of the Treasurer’’_- _- 
“Salaries and expenses, Internal Revenue Service” 
“Salaries and expenses, Bureau of Customs” 
“Salaries and expenses, Bureau of N: arcotics’’ 
“Salaries and expenses, U. 8. Secret Service’’ 
‘Salaries and expenses, Bureau of the Mint” 
“Operating expenses, Coast Guard” 

“Reserve training, Coast Guard”’ 


1The column captioned ‘Other printing’’ includes such items as the purchase of currency, securities, 
checks, stamps, etc., from the Bureau of Engraving and Printing and the cost of operating reproduction 
facilities authorized by the Congressional Joint Committee on Printing. 


| 
| 
essen $500 $14, 750 
17, 800 99, 650 1 
$20. 000 §27, 221 568, 658 
| 75,937 | 2,864,608 | 2, 987, 287 f 
450, 900 9, 000 510, 000 
|_........---| 12,181,590 | 12,216, 500 
690, 700 2, 161, 000 6, 200, 000 
| 5, 000 20, 000 175, 000 
| 3, 000 1, 050 9, 300 
aa 600 10, 000 
| 25, 000 81, 499 485, 849 
tie 7, 290 8, 000 
| 
$500 $8, 000 
| $26, 000 32, 450 103, 050 
20, 000 536, 132 577, 471 
74, 669 2, 289, 758 2, 410, 489 
| 398, 250 7, 500 450, 000 
...---------| 10,362,500 | 10,394, 500 
750, 000 2, 515, 000 6, 200, 000 
5, 000 20, 000 150, 000 
3, 000 1, 050 9, 300 
4, 000 9, 000 
600 10, 000 
| 25, 000 83, 685 466, 000 
6, 800 8, 000 
42490—54——_138 
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REVENUES 


Mr. CanrreLp. Without objection, a series of tables, appearing in 
previous hearings, will be inserted in the record at this point. 
(The tables referred to are as follows :) 


Comparison of budget estimates of revenue with actual revenue—comparison of total 
budget estimates of revenue with actual revenue,' fiscal years 1928-53 


{All estimates are based on the revenue laws existing at the time of inaking the estimates; in many years 
there were drastic changes in the law after the estimates were made and these, of course, were reflected in 


the actual receipts] 


Actual reve- 
nue (total 


Estimate a 4 in January 


Percentage increase or 
decrease (—), actual 
revenue over estimate 


issued in January of- 
Fiscal year badest y 
receipts) 4 
receding Preceding 
That year year That year year 
Millions of | Millions of | Millions of 
dollars dollars dollars Percent Percent 

Sr er 3, 907.0 3,944.1 3, 652. 2 —0. 94 6. 98 
1929. - 3, 903. 1 3, 676.9 3, 675.1 6.15 6. 20 
1930. 4, 048. 6 4,117.1 3, 687. 2 —1. 66 9. 80 
1931 _- 3, 189. 6 3, 705. 8 4, 093. 4 —13. 93 — 22. 08 
1932_- 2, 005. 7 2, 238. 9 3, 955. 7 —10. 42 —49. 30 
1933 _ . 2,079. 7 2, 467.9 2, 576. 5 —15. 73 —19. 28 
1934. 3, 115.6 3, 259.9 2, 791.8 —4. 43 11.60 
1935... . 3, 800. 5 3, 711.7 3, 974.7 2. 39 —4. 38 
4, 116.0 4, 410.8 3,991.9 —6. 68 3.11 
1937. 5, 293. 8 5, 828. 2 5, 654, 2 —9.17 —6. 37 
6, 241.7 6, 320. 5 7, 293.6 —1.25 —14. 42 
5, 667.8 5, 520.1 5, 919. 4 2. 68 —4.25 
1940... 5, 924.8 5, 703. 8 5, 669. 3 3. 87 4.51 
1941... 8, 268. 5 7, 653. 2 6, 150. 8 8.04 34. 43 
1942_. 13, 667.9 12, 816. 1 8, 971.7 6. 65 52. 34 
ae 23, 384. 6 24, 552.3 17, 852. 1 —4.7 30.99 
1944 45, 408. 4 42, 578.1 35, 406. 7 6. 65 28. 25 
1945. 47, 739.5 47, 022. 8 43, 425.4 1. 52 9. 93 
1946. 44, 238. 6 39, 706. 6 42, 854.8 11. 41 3. 23 
1947. 44, 702.7 41, 584.6 32, 938. 5 7.50 35. 72 
1948 46, 361.7 , 837. 4 , 338. 9 —1.02 17. 85 
1949 42, 773. 5 44, 043.7 46, 148.9 —2. 88 —7.31 
1950. _. 41, 310.6 42, 185.3 45, 420.7 —2.07 —9.05 
snk 53, 368. 7 49, 807.5 41, 911.7 7.15 27. 34 
1952__ 67, 999. 4 69, 040.1 61, 939. 3 —1.51 9. 78 
72, 455. 5 75, 207. 7 77, 737.1 —3. 66 —6.79 


! Total budget receipts, general and special accounts, on the basis of the daily Treasury statement; figures 
are before deduction of appropriation to old-age and survivors insurance trust fund an 


refunds of receipts. 


Norte.—Estimates are not adjusted to take account of the changes in legislation which affect receipts 
subsequent to the time of making the estimates. 


Source: These figures are as published in the respective President’s budget messages—excluding pro 
posed legislation—and in the daily Treasury statement of June 30 of the indicated years. 
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Personal income, national income, and gross national product, 1929-53 
{In billions of dollars] 


| Personal National Gross na 


| income ! income 2 
| 
76 75 | gl 
65 | 59 | 76 
53 | 49 | 65 
den | 60 57 72 
| 65 82 
74 | 74 | 90 
68 | 67 | 
wine 73 | 73 | 91 
78 | 81 101 
voerecwmepenenednaeee | 95 | 104 126 
123 137 162 
150 | 170 | 194 
. 166 184 | 214 
172 | 183 | 215 
178 180 | 211 
- 191 | 199 | 233 
209 223 | 259 
206 | 216 258 
227 241 287 
254 | 278 330 
270 292 348 
1953: 
| 282 307 362 
7 $311 | 369 
Fiscal years: | 
17 188 220 
171 | 174 204 
ee 184 | 190 223 
201 211 246 
SERS 210 223 262 
eee 212 221 265 
242 264 3i4 
262 286 338 


! Personal income: Sum of all income flowing to individuals (including unincorporated business), both 
rom production and from payments such as Government pensions and social-security benefits. 

? National income: Net income of individuals and corporations from production, after depreciation allow- 
ances but before income taxes. 

3 Gross national product: Market value of all production of goods and services in the country. 

4 Seasonally adjusted annual rates. 

* Estimated by Council of Economic Advisers. 

Prepared by Office of the Secretary of the Treasury, Jan. 4, 1954. Analysis Staff, Debt Division. 


Source: Department of Commerce, except as noted. 


Summary of obligations by object class (excluding trust accounts) fiscal year 


1955 

03 Transportation of 5, 998, 555 
OS Mente and utility services... 4, 126, 345 
06 Printing and reproduction_____._.-__-_-___-____-___ 20, 795, 810 
07 Other contractual services._......__.__.............-...___ 44, 899, 482 
11 Grants, subsidies, and contributions_______-_-_-- 15, 700, 000 
12 Pensions, annuities, and insurance claims________________ 23, 144, 90S 
13 Refunds, awards, and indemnities__....--__-_ 2, 679, 966, 280 
Total obligations, general and special accounts_________ $10, 150, 834, 073 
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Comparative statement of obligations incurred for the fiscal year 1953 and the first 6 
months of fiscal year 1954 as of Dec. 31, 1953 (appropriated funds only) 


1953 fiscal 1954, July- 
Bureau and appropriation year obliga- | December 
tions obligations 
Office of the Secretary: Salaries and expenses-..............-...-...-...----- $2, 645, 433 $1, 377, 261 
Bureau of Accounts: 
2, 414, 646 1, 376, 708 
Salaries and expenses, Division of Disbursement_...................._..- 10, 700, 405 6, 444, 247 
13, 115, 051 7, 820, 955 
Bureau of the Public Debt: Administering the public debt_..._......-.....-- | 51, 316, 069 24, 955, 891 
Office of the Treasurer, U. 8.: 
Contingent expenses, public moneys............-.-.---.----------------- 540, 725 172, 746 
Bureau of Customs; Salaries and expenses......................-.---.-.----- 40, 766, 117 | 20, 330, 967 
Internal Revenue Service: 
Additional income tax on railroads in 
268, 598, 804 136, 728, 462 
Bureau of Narcotics; Salaries and expenses.........-.....-.......-..-------- 2, 771, 044 | 1, 448, 300 
U. 8. Secret Service: 
2, 687, 119 1, 280, 889 
Salaryes and expenses, White House Police ite 683, 486 361, 501 
Salaries and expenses, Guard Force............-....-.-.-.-----------.-.- 403, 102 126, 575 
Bureau of the Mint: Salaries and expenses........---....--.-----.----------- 4, 758, 053 | 2, 282, 811 
U. 8. Coast Guard: 
197, 167, 584 95, 529, 19 
Acquisition, construction, and improvements ‘ 20, 365, 524 3, 323, 674 
17, 612, 493 9, 153, 812 
2, 456, 193 1, 222, 022 
Jan. 18, 1954. 


Av 
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Average positions under appropriated funds, fiscal years 1953, 1954, and 1955 
(actual and estimated) 


Actosl aver- Estimated average positions 
Bureau and appropriation age positions 
1968 1954 1955 
Office of the Secretary: Salaries and expenses____........____- 1 508 * 466 454 
Bureau of Accounts: 
Salaries and expenses, Division of Disbursement_________. 32,390 2, 373 2, 205 
Bureau of the Public Debt: Administering the Public Debt _- 44,393 4, 205 4,036 
Office of the Treasurer, United States: Salaries and expenses_- 1, 306 1,094 1,017 
Bureau of Customs: Salaries and expenses. _._..._-..____._._- 7, 866 7,631 7, 557 
Internal Revenue Service: Salaries and expenses___..___._____ 54, 596 53, 500 53, 465 
Bureau of Narcotics: Salaries and expenses._........_._.___._- 394 6 405 405 
U.S. Secret Service: 
Salaries and expenses, White House Police__._.........__- 147 142 138 
Salaries and expenses, Guard Force__...........-------- 107 73 71 
Bureau of the Mint: Salaries and expenses.____......._....__- 968 903 870 
U. 8. Coast Guard: 
3, 305 3, 323 3, 264 
Acquisition, construction, and improvements____________- 45 18 18 
Total, civilian employees? ___............-.-....-..-.-.- 76, 892 74,919 74, 265 
Military: 
Operating expenses, Coast Guard 34, 999 33, 509 25, 289 
Reserve training, Coast Guard..._...............-_....-.- 95 110 110 
111, 986 108, 538 99, 664 


1 Includes 24.2 average positions transferred in the estimates from “‘ Administering the publie debt, Bureau 
of the Public Debt.” 
2 Includes 112.7 average positions transferred in the estimates from: 
“Salaries and expenses, Division of Disbursement” 


4 Excludes 29.1 average positions transferred in the estimates to: 
“Salaries and expenses, Office of the Secretary of the Treasury” 
“Salaries and expenses, Bureau of Accounts, Treasury” 

5 Ineludes 1 position transferred in the estimates from “Salaries and expenses, Bureau of Narcotic:.” 

" Excludes 1 position transferred in the estimates to “Salaries and expenses, Office of the Secretary of the 
reasury.” 

7 Excludes average positions to be paid from Bureau of Engraving and Printing fund (revolving fund) 

1953 (actual), 5,963; 1954 (estimate), 5,504 and 1955 (estimate) 4,869. 
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t 3 Excludes 107.8 average positions transferred in the estimates to ‘Salaries and expenses, Bureau of 
Accounts, Treasury.’ 
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Statement reflecting, by appropriation, the number of employees actually on the roll 
or estimated to be on the roll on the dates specified 


Actual Estimated 


Bureau and appropriation | | 
June 30,| Dec. 31,| June 30,| Dec. 31,| June 30, Dec. 31,/June 30, 
1952 1952 1953 1953 1954 1954 1955 


Office of the Secretary: Salaries and expenses, 

OGice of the Gecretary.........<.0c00<5-045- 484 482 467 456 462 457 
Bureau of Accounts: 

Salaries and expenses, Bureau of Ac- 


217 223 1 409 1 387 1 388 1384 1384 
Salaries and expenses, Division of Dis- 
3,010} 2,626) 2,328; 2,141] 2,200; 2,118 2, 118 
Bureau of the Public Debt: Administering 
the Public ----.-.--| 4,572 | 4,484] 4,127] 3,831 | 3,970 | 4,060 4, 068 
ffice of the Treasurer, United States: Sal- 
aries and expenses, Office of the Treasurer_._| 1, 291 1,339 | 1,211 1,198 | 1,175 1, 160 1,150 
Bureau of Customs: Salaries and expenses, 
Bureau of Customs?._.... 8,812 | 8,897 | 8,781 | 8,317] 8,220/ 8,170 8, 220 
Internal Revenue Service: Salaries and ex- 
penses, Internal Revenue Service........_-- 55, 154 | 53,963 | 53,243 | 51,155 | 54,366 | 53,531 | 54,331 
Bureau of Narcotics: Salaries and expenses, 
NT ee eee 404 392 377 376 406 405 405 
Bureau of Engraving and Printing: Bureau 
of Engraving and Printing 6,112 | 6,079 | 5,614] 5,160 | 4,910 | 4,836 4, 836 
U. 8. Secret Service: 
Salaries and expenses, U. 8S. Secret 
REE ee aes 426 428 400 373 367 367 367 
Salaries and expenses, White House 
132 150 151 139 138 138 138 
Salaries and expenses, Guard Force... ... 231 106 101 69 71 71 71 
Working fund, Treasury, Secret 125 
Bureau of the Mint: Salaries and expenses, 
1,020 | 1,061} 1,011 957 945 893 893 
U. 8. Coast Guard: 
Operating expenses, Coast Guard 3,790 | 3,777 | 3,796 | 3,655 | 3,780 | 3,733 3, 728 
Acquisition, construction and improve- 
monte, Coast Guard.................... 63 45 25 21 18 18 18 
Reserve training, Coast Guard__.____.._- 14 17 17 20 22 22 22 
Coast Guard yard fund. 2,306 | 2,274 | 2,004/ 1,203 1,453 690 690 
Total, civilian employees... ........--- 88,038 | 86,468 | 84,187 | 79,548 | 82,981 | 81,053 81,804 
Military: 
Operating expenses, Coast Guard... ....._| 34, 767 | 35,379 | 34,159 | 33,651 | 31,257 | 28,386 | 28, 406 
Reserve training, Coast Guard.__..__.__- 89 99 91 114 116 116 116 
Coast Guard yard fund. -................- 136 126 144 125 124 63 63 
92 90 97 92 96 96 96 
35, 084 | 35,694 | 34,491 | 33,982 | 31,593 | 28,661 | 28,681 
123, 122 162 | 118, 678 530 574 714 | 110, 575 


1 Reflects transfer of functions under Treasury Department Orders 164 and 170-1. 
? Maximum employment occurs during the 3d quarter of each fiscal year due to heavy seasonal workload 
volume. On the roll as of Mar. 31, 1953, 2,984; Mar. 31, 1954, 2,915; and Mar. 31, 1955, 2,708. 
3 oe ove for reimbursable work, Export Control, Puerto Rico trust fund and Virgin 
trust fund. 


CHANGES 


Mr. Canrietp. Mr. Johnson, do you have a statement of language 
i which you would like to have inserted in the record at this 

int 
POM. Jounson. I have a statement which I would like to insert in 
the record dealing with language changes, other than the one requested 
by Commissioner Andrews this morning. 

Mr. Canrrecp. Without objection, that statement on the language 
changes will be inserted in the record at this point. 

(Statement referred to is as follows :) 
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EXPLANATION OF APPROPRIATION LANGUAGE CHANGES PROPOSED FOR THE FISCAL 
YEAR 1955 


Mr. Chairman, in general, the only appropriation language changes being pro- 
posed are for the purpose of bringing existing provisions up to date and making 
the language apply to the 1955 fiscal year. In addition, it might be noted that 
some further minor language simplification has been made possible by striking 
references to the examination of estimates in the field since blanket authority 
for this purpose was provided in the Supplemental Appropriation Act of 1054, 
Public Law 207, approved August 7, 1953. 

In the case of tour bureaus some substantive changes have been proposed, and 
I have prepared a brief explanation covering each which I would like to insert 
in the record at this point if it meets with your approval. 


OFFICE OF THE TREASURER, UNITED STATES 


The funds for operating the Office of the Treasurer of the United States have 
heretofore been appropriated under two separate appropriation headings, namely 
“Salaries and expenses, Office of the Treasurer’ and “Contingent expenses, public 
moneys.” In the interest of simplifying the appropriation structure and account- 
ing work, it is proposed in 1955 to combine these two appropriations into a single 
appropriation titled “Salaries and expenses, Office of the Treasurer.” No change 
in language is necessary to accomplish this consolidation. 

A new provision is proposed which will authorize the Treasurer's office to 
reimburse the Federal Reserve banks and branches for necessary expenses inci- 
dent to the verification and destruction of unfit United States currency. As the 
committee is aware, these expenses were formerly paid from the appropriation 
“Administering the public debt’? but are now more properly a charge against the 
Office of the ‘Treasurer since the decentralization of the verification and destruc- 
tion of unfit United States currency has relieved the Bureau of Public Debt of 
former responsibilities in this regard. 


BUREAU OF CUSTOMS 


The limitation on personal services in the District of Columbia has been 
deleted from the language for 1955 as being no longer necessary. ‘This will also 
make possible some simplification in the Bureau's accounting procedures. The 
Bureau of Customs has been moving strongly in the direction of decentralizing 
operations to the field wherever possible and confining the functions of the 
Washington office to matters of policy and directional control. The cost of the 
Washington headquarters will continue to be available for budget scrutiny under 
the activity heading “Executive direction.” 

The phrase “awards of compensation to informers, as authorized by the act 
of August 13, 19583 (22 U. S. C. 401), has been added because of Public Law 
264, approved August 13, 1953, which made all provisions of law relating to the 
seizure, forfeiture, and condemnation for violation of customs’ laws, and all re- 
lated provisions of law, applicable to export control violation. The act further 
provides that awards of compensation to informers may be paid only out of 
funds specifically appropriated therefor. 

Under the above law, it may become necessary to make payments of awards of 
compensation to informers in connection with violations of laws for which the 
Bureau of Customs is administratively responsible. Accordingly, the above pro- 
vision is proposed for inclusion in the language for 1955 in order to provide 
the necessary legal basis for authorizing the payment of such awards. 


INTERNAL REVENUE SERVICE 


In connection with the appropriation language for the Internal Revenue 
Service, Treasury Department Order No. 150-29, dated July 9, 1953, provides, in 
part, that “the Bureau of Internal Revenue shall hereafter be known as the 
Internal Revenue Service.” Accordingly, language changes have been proposed 
whereby the designation ‘Internal Revenue Service” will be substituted wherever 
the designation “Bureau of Internal Revenue” appears in the title or the text. 

Also proposed for elimination is the limitation on the amount available for 
personal services in the District of Columbia. Expenditures for personal ser- 
vices in the national office of the Internal Revenue Service will decrease sub- 
stantially in the fiscal years 1954 and 1955. Of the total request of $266 
million in the 1955 estimates, $14,901,660 (2,792.6 average positions) is pro- 
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possible some simplification in the accounting procedures. 


UNITED STATES COAST GUARD 
Acquisition, construction, and improvements 


A new provision has been added to the ianguage of the appropriation ‘“Acquisi- 
tion, construction, and improvements, Coast Guard,” under which the Secretary 
is authorized to transfer into this appropriation not to exceed $2 million from 
other Coast Guard appropriations for the replacement of 1 additional seaplane. 
Under this language, any savings that might accrue in any of the other Coast 
Guard appropriations not to exceed $2 million, may be used for the purpose 
indicated. This gives recognition to the high priority accorded the need for 
additional aircraft within the limits of the budget estimates. 


Retired pay 

Additional language has been added to the appropriation “Retired pay, Coast 
Guard” authorizing payments under the Uniformed Services Contingencies Option 
Act of 1953, Public Law 239, approved August 8, 1953. This act authorizes 
members of the uniformed services to elect certain contingency options and 


authorizes payments under the act to be made out of applicable current appro- 
priations which are made available for that purpose. 


TRANSFER OF RENT CHARGES TO GSA 


Me. CanrieLp. Have you a statement regarding the transfer of 
rents ¢ 

Mr. Jounson. I understand from the clerk that a communication 
has been received from the General Services Administration indicat- 
ing the amounts covering rents, which are to be transferred from the 
estimates for the Treasury Department to the estimates for the Gen- 
eral Services Administration for the fiscal year 1955. 

Those amounts aggregate, I understand, $2,429,239, relating to the 
estimates for the Bureau of Customs, the Narcotics Bureau, the Bu- 
reau of Public Debt, the United States Coast Guard, and the Internal 
Revenue Service. 

The amounts reflected in that statement have been taken into consid- 
eration in the preparation of our estimates for the fiscal year 1955. 

Mr. Canrtevp. Thank you, gentlemen. 


Monpay, Fepsrvuary 8, 1954. 
Securtry Risks 
WITNESSES 


ELBERT P. TUTTLE, GENERAL COUNSEL, TREASURY DEPARTMENT 
RICHARD L. HIRSHBERG, ATTORNEY, TREASURY DEPARTMENT 
DAVID B. STRUBINGER, ACTING COMMISSIONER OF CUSTOMS 

W. L. JOHNSON, BUDGET OFFICER, TREASURY DEPARTMENT 


DISMISSALS FROM THE DEPARTMENT 


Mr. CanrreLp. The meeting will come to order. This meeting has 
been called at the request of Mr. Gary to explore further testimony 
presented to the committee regarding dismissals under the Federal 


posed for personal services in the national office. This compares with $18,317,850 
(3,855 average positions) for the fiscal year 1953. This represents a reduction 
of nearly $3% million annually. In view of the aggressive program of decentral- 
ization that has been undertaken by the Internal Revenue Service, this limitation 
is no longer considered necessary or justified and its elimination will make 
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security or loyalty program. I am glad to note the presence of the 
General Counsel of the Treasury, Mr. Tuttle, and the Acting Com- 
missioner of Customs, Mr. Strubinger. Mr. Gary’s request was 
inspired by some seemingly conflicting testimony that comes from 
Customs. 

Mr. Gary, do you wish to proceed at this time? 

Mr. Gary. Mr. Tuttle, when you first testified before the committee 
you stated, if I am not mistaken, that 114 people had been separated 
from the service under the security order issued by President Eisen- 
hower. I asked at that time for a breakdown of that figure showing 
those who were actually subversives or connected with subversive or- 
ganizations. You stated that the information was not available at 
that time and I requested that it be inserted in the record. When 
the manuscript came back to me, I was astonished to find a statement 
that the information was not available. I knew that could not be cor- 
rect for the simple fact that the Department is bound to know the rea- 
sons for which the 114 persons were discharged, and if they do not 
know the reasons for their discharge, then the Department owes them 
an apology for discharging them at all. 

Later I found that the statement that the information was not avail- 
able had been stricken from the record and that a letter had been in- 
serted. The letter still is not responsive to the request that I made. 
Subsequently I made a request through the executive secretary of 
our committee that this information be enlarged to show how many 
had been separated from the service each year since 1947, the year in 
which the first Executive order dealing with the security program 
was issued, and I was astonished when that information was not 
supplied. 

All I am asking is that this committee be given a comparative state- 
ment showing how many were separated annually from the service 
under the Executive order issued by the President of the United 
States in 1947 and how many were discharged under the Executive 
order issued by President Eisenhower, the figures for each of the 
years being broken down so as to show the actual subversives and 
persons disloyal to the United States. 

Mr. Canrtetp. Mr. Gary, will you yield to me at this point ? 

Mr. Gary. Yes. 

Mr. Canrietp. The Attorney General of the United States, Mr. 
Herbert Brownell, Jr., has spoken out on this subject over the week- 
end. If agreeable, I should like to read a portion of a New York 
Times report on the statement of the Attorney General. The story 
is captioned, “Brownell Holds All ‘Risks’ Not Red,’ with a sub- 
caption, “He Asks This Be ‘Very Clear’-—8 in Justice Department 

Ousted in Security Cases.” 
(Special to the New York Times) 

WASHINGTON, February 7.—Herbert Brownell, Jr., said tonight that everything 
possible should be done to make it very clear that not all the 2,200 Federal 
workers discharged as security risks were Communists or espionage agents. 

Any accusation, the Attorney General continued, that almost all of them were 


spies, or were disloyal to the United States could not “accurately be made.” 

At the same time he repeated the administration’s contention that a detailed 
breakdown of the list might be improper. 

Mr. Brownell, one of the key officials in carrying out President BHisenhower's 
Federal employee security check, told a television audience that the persons 
‘who were discharged fell into 8 or 9 categories. Some, he said, should not be 
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entrusted with Government secrets because they talked too much, others because 
they were chronic drunkards, and some had associated too much with known 
Communists or fellow travelers. 

President Eisenhower expressed his concern over the problem at a news 
conference last week. At that time he said he was determined that innocent 
persons should not suffer guilt by association. The White House staff, the 
President continued, had been directed to consider ways of making some informa- 
tion, by way of a breakdown, available. 


REPORT ON RISKS DUE SOON 


Mr. Brownell, appearing as Man of the Week on a Columbia Broadcasting tele- 
vision program, said that the Civil Service Commission would take up the security 
risk question in a semiannual report soon to be submitted to the President. 

Every effort, he declared, would be made, at that time, to give out as much 
information “as is consistent with the program,” It generally is assumed that 
the Commission’s report will have new and larger figures on the number of 
Government employees discharged on security grounds. 

During the interview, the Attorney General was asked about protests that 
administration officials, and some Members of Congress, were making statements 
indicating that almost all of the 2,200 persons were spies. 

“No such claims can accurately be made,” Mr. Brownell replied. 

The administration’s top law-enforcement official said it would be a mistake 
to identify persons who were dropped under the program, because many of them 
were competent to hold posts in which Government secrets were not involved. 
It was not always possible, either, he added, to state the precise category into 
which a person deemed to be a security risk might fall. 


EIGHT BROWNELL AIDES DROPPED 


From another source today it became known that up to last December, eight 
“security risks” had been discharged from Mr. Brownell’s Department of Justice. 
Mr. Gary. Mr. Chairman, at this time I am not inquiring into the 
overall information. Iam asking for the information on the Treasury 
Department which is now before us and which has reported to us that. 
they have discharged 114 employees. I am asking that we be told 
what those 114 employees were discharged for. I am not asking for 
any names. I do not want the names. If there are 8 or 9 categories, 
simply give them to us in the 8 or 9 categories. I have always insisted, 
when I was chairman of this committee, that every member of the 
committee be given full information as to the operation of the De- 
iy tami and as long as I have anything to do with this committee 
, for my part, shall insist that that be done. That is all I am asking 
for. Iam asking for the information as to the Treasury Department. 

Mr. CanFietp. Mr. Gary, will you yield? 

Mr. Gary. Yes. 

Mr. Canrtecp. I am sure the gentleman from Virginia would not 
say that the incumbent chairman of the committee has ever taken any 
other position. 

Mr. Gary. I would not. To the contrary, I will say that the present 
chairman of the committee has always been most fair and I am certain 
he wants the information furnished in this instance. 

Mr. Tuttie. Mr. Gary, I want you to believe that I am trying to be 
as responsive to the question as I can possibly be, and I have tried to be 
heretofore. As you gave me the question a moment ago, I think it in- 
dicates the problem we are concerned with. When I was here before 
I think I said 114 out of a total of 209 dismissals were for security rea- 
sons, by which we then stated we meant for some reason which, under 
Executive Order 10450, would be grounds for dismissal. That 114 
has increased since then to 130, on account of adding the months of 
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November and December, and that is the figure I gave in my letter of 
January 28, which apparently took the age of my response which I 
gave before. I believe you phrased the question the same way a 
moment ago. You wanted to know which of those 114, or 130, were 
what we call subversive cases, which I took to mean were associated 
with Communist or Communist front activities. 

Mr. Gary. Or Fascist. I regard Fascists as just as dangerous as 
Communists. 

Mr. Turrir. In my response to you by this letter I undertook to 
point out we were unable to give that information because we have not 
analyzed those cases to determine more than that they were dismissed 
for some reason or on some ground which would make them a security 
risk because they might be susceptible to Communist influence because 
of those frailties. 

I do have the figures for 1953, which were brought up to date in that 
letter, and I have the figures for the Customs Bureau separately as a 
Bureau, because we asked Mr. Strubinger for those figures. 

Mr. Gary. I believe at the same time I asked the executive secretary 
to get the figures for the whole Department. 

Mr. Turrie. We have the figures on the last 5 years. I will give 
those to you. There were no comparable figures for the 5 years begin- 
ning 1948 and 1949. I believe 1948 is the first full year under the 
Truman order. We have total dismissals within the continental lim- 
its of the United States during the calendar years 1948 to 1952, and 
the dismissals for those 5 years under President Truman’s loyalty 

vrogram. There were only 8 dismissals under Executive Order 9835 
in those 5 years, because the only grounds for dismissal under that 
loyalty program then in effect was disloyalty to the United States. 
So that is not comparable to the figures for this year because as to 
the 130 for this year, again I would like to repeat, the whole basis of 
approach is different. If a person is deemed to suffer from disability 
or frailty so that it is not clear that it is to the best interests of the 
United States to retain him because those frailties may cause him to 
be a risk in the future, he is subject to dismissal. So the standards are 
not the same. 

With respect to the Bureau of Customs, we find no dismissal during 
the 5-year period under the loyalty program for the same reason, that 
there were no cases in which there was a prima facie case of disloyalty 
to the United States. Therefore I say the figures are not comparable. 

I must say that for the first time, when you asked me in stating your 
question, maybe the second time here, you have asked for a breakdown 
of all the dismissals during those periods of time, both the 5-year 
period and 1953. There are no statistics available for the 5 years 
prior to 1953 for the grounds of dismissal. This would require makin 
an analysis of the file of each person dismissed. We are not authoriz 
to open the personnel investigative files to the extent of turning over 
to the committee the files within the categories of dismissal beyond 
classifying them as security risks, which the Attorney General spoke 
of as 8 or 9 and we think is 15 or 16. For the prior 5 years there were 
no such statistics kept according to our information. 

May I point out why it is impossible to tell whether a person falls 
within the classification you speak of as subversive or un-American 
for something already done. Mr. Hirshberg told me this morning 
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about a case from Puerto Rico which was the illustration I gave 

in my letter the other day. We will start a full field investigation be- 
cause we get an allegation of Communist affiliation; before that is 
under way we may find the person has falsified his employment form 
or has made a false entry on an official report, and ones administra- 
tive procedure the employee may be dismissed on that ground. That 
makes it no longer necessary to continue the field investigation if we 
use the administrative procedure to drop that person. 

Mr. Canrieip, Mr. Tuttle, you referred to the statement of the 
Attorney General as I read it from the New York Times dispatch. 
The 8 or 9 reference was to categories. In that dispatch there was a 
reference to eight of his own aides dropped. 

Mr. Tutrie. I spoke of the 8 or 9 categories he spoke of, if they fall 
in those categories they are security risks. We find a larger num- 
ber of categories in which if they fall we cannot keep them in the 
Treasury Department. 

Iam acting security officer, with many other duties. Mr. Hirshberg 
is legal security officer and Commander Howard is the alternate se- 
curity officer. If a matter is cleared by them without any question, 1 
do not see it at all, so my personnal observation is limited. As I was 
stating, during an investigation where there is a full field investiga- 
tion called for on Communist affiliation alleged, before we ever enter 
into a thorough investigation some administrative matter may come 
up that causes us to fire the person. The same thing exists on the 
other side. People have been dismissed under the loyalty program 
where the Loyalty Board calls attention to the fact the person was 
not a fit person for the following reasons. The case I referred to 
from Puerto Rico could have been handled administratively, but. they 
did not do it. Under the Truman order they went through the loyalty 
procedure. 

Another illustration I pointed out, a person married to a person 
who becomes a Communist or Fascist or who may be married to a 
husband or wife whose father or brother may become identified with 
a listed subversive organization, becomes a person who in the Treas- 
ury may become a security risk without our having to determine that 
that person is a disloyal person. We do not feel we should pinpoint 
the issue to either clear that person from the standpoint of what you 
call subversive or to find him guilty of being subversive. We think it 
important in the Treasury not to categorize those because it does not 
give the whole story. That is the Secretary’s view, and I think it 
conforms to the views expressed by the President. 

We may make available all records of the Department except per- 
sonnel investigative records. We feel that is the place in Treasury 
where the line should be drawn, that is, giving statistics between se- 
curity and nonsecurity but not breaking them down into the actual 
categories, because the categories do not give the full answer. 

Mr. Gary. Is there any reason why you cannot make those a cate- 
gory in itself? The impression has been created throughout the 

Tnited States that 2.200 disloyal persons have been separated from 
the Government service. That is not true but that impression has 
been created. Then when you ask how many of the 2,200 were dis- 
loyal, you say you cannot give us the answer for this, that, or another 
reason. I think we are entitled to have a breakdown of those figures. 

Mr. Canrretp. Will the gentleman yield? 


Mr. Gary. Yes. 

Mr. Canrievp. Has it not been stated repeatedly that 2,200 Fed- 
eral employees have been discharged as “security risks” ? 

Mr. Gary. And it has also been stated that 90 percent were either 
Communists or perverts, which is not true. 

Mr. Canrieip. What you are seeking to determine is whether they 
were Communists, espionage agents—— 

Mr, Gary. It would be difficult to prove whether a person was a 
Communist or an espionage agent. If they would say they were 
suspected—I do not believe in firing people on suspicion, but if they 
were fired on suspicion of belonging to a subversive organization, 
give us that classification. I understand a lot of those people were 
drunks. I think when a person gets to a point where he cannot control 
his appetite for liquor he is a poor security risk, but that does not 
mean he is disloyal. To turn such a person out with the imputation 
of disloyalty is a gross injustice. There is a difference between a 
man being an alcoholic, which is a disease, and being a Communist, 
which is a traitor. I do not want to attach to these 2,200 people 
the guilt of being traitors to the country when it is not true. All I 
want to do is give the American people the information and I think 
they are entitled to it. 

Mr. James. Will the gentleman yield ? 

Mr. Gary. Yes. 

Mr. James. I am not familiar with the source of the charge that 
these 2,200 persons were disloyal. Was that an official statement? 

Mr. Tutte. I would like to say, Mr. Gary, that the Treasury has 
not published any of those statistics either directly or as a part of 
the civil-service report, as far as I know. Some of the persons dis- 
missed from the Treasury Department may be included in that 2,200 
figure, but they may not be. If they are, they were picked up from 
the IBM cards sent to the Civil Service Commission, but Treasury 
has not made any publication of those dismissals under any classi- 
fication. 

Mr. Gary. I understand that. I will give the answer to the gentle- 
man. The President, in his state of the Union message, made the 
statement that one-thousand-four-hundred-and-some-odd persons had 
been separated from the service for security reasons. Everybody 
assumed that meant that they had been discharged for disloyalty. 
The number mentioned by the President was as of the time he made 
his state of the Union message. The number subsequently was en- 
larged to 2,200. People throughout the United States have the idea 
that 2,200 Communist spies have been dismissed from the service 
within the last year. The President has denied this but there has 
been no breakdown of the cases. All I want is to give the people of 
the United States the facts. I think they are entitled to know the 
facts and I want to give themtothem. That isall. 

Mr. Canrtecp. May I say, for the benefit of the gentleman from 
Pennsylvania, I am not sure he heard me read earlier this paragraph 
from the New York Times dispatch of this day. May I quote it 
again. 

President Eisenhower expressed his concern over the problem at a news 
conference last week. At that time he said he was determined that innocent 
persons should not suffer guilt by association. The White House staff, the 
President continued, had been directed to consider ways of making some in- 
formation, by way of a breakdown, available. 
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Mr. James. Of course as yet nobody has been willing to say that 
all of these people or 90 percent of them were dismissed for disloyalty. 
In my mind there is a vast difference between saying that people are 
dismissed because of perversions or because of associations with per- 
sons who are known to be disloyal to the Government, and saying 
that they themselves are disloyal. Disloyalty means treason in my 
book. But I cannot understand how the statements that have been 
made here could be construed as a charge that anybody has been dis- 
missed for disloyalty. 

Mr. Gary. Nobody has broken the figures down. 

Mr. James. What I am trying to say is that nobody has said those 
2,200 people or 90 percent of them, have been discharged for disloyalty. 

Mr. Gary. All T want to know is how many have been discharged 
for being disloyal. 

Mr. Torrie. The Treasury cannot give it to you because we have 
not checked the files of each person dismissed. 

Mr. Gary. T demand to know the persons who have actually been 
found to be disloyal. You can make any statement that is true as 
to the rest of them, but T do not want a statement to stand unexplained 
that is misleading to the people of the United States. All T want to 
do is to give the people of the United States the truth, the whole truth, 
and nothing but the truth. 

Mr. Canrievp. Here is another story in the New York Times of 
this date, page 1, which points up the problem. The caption is 
“Brownell Combs White Case Files” with the subeaption “Says 
Prosecution of Those Named Could Resnlt—FBI Data Had Been 
Mislaid.” The story was written by Jay Walz. Let me read the first 
few paragraphs of this story: 

The Justice Department is reviewing the cases of all persons mentioned in 
the reports of the Federal Bureau of Investigation on Harry Dexter White and 
other alleged Communist spies. 

Herbert Brownell, Jr., in making this known today, said the survey was for 
possible prosecution of persons culpably involved. 

The Attorney General also disclosed that the 1945 FBI report on espionage 
naming the late Mr. White had turned up among 20,000 “lost” papers and docu- 
ments during a departmental housecleaning last fall. 

He was “terribly shocked” he told a television audience, to find this document, 
“pushed in a desk drawer” without ever having gone through the regular legal 
channels of the Criminal Division of the Department. 

(Off the record.) 

Mr. Turttr. I have a specific answer to one of the questions you last 
asked, Mr.Gary. We do have during 1953 a completion of the loyalty 
program that was initiated under Executive Order 9835, and four per- 
sons have been dismissed from the Treasury Department as disloyal 
by findings of the loyalty procedure under the previous order. Exeeu- 
tive Order 10450 did not become effective in Treasury until its regula- 
tions were issued in September. The dismissals I spoke of previously 
were under the standards set up under Executive Order 9835 and they 
totaled 130. The four I speak of are the only ones of the 130 as to 
whom charges of being disloyal were made. The 130 include either 
dismissals or forced resignations. 

Mr. Gary. Some of the 130 did resign? 

Mr. Yes. 

Mr. Gary. Will you give us the total number of dismissals and 
forced resignations from 1948 through 1953? 
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Mr. Torriz. I am sorry. I would like to, but only in 1953 were 
the forced resignations kept separately. We do not have statistics on 
forced resignations for the previous 5 years. 

Mr. Gary. Will you give the total number of dismissals? 

Mr. Tortie. Yes. I have a table showing Treasury employees 
discharged during the calendar years 1948 to 1952, and this same 
table shows the number discharged on loyalty grounds under the then 
existing loyalty program. I will leave that table for the record. The 
total dismissals from 1948 to 1952, including resignations, were 994. 
Eight of those were dismissed under the loyalty program itself. 

(The table referred to is as follows :) 


Treasury employees discharged during the calendar years 1948-52 


Under pro- 
visions of 
For other 
Year Exeentive - Total 
Order 
9835 


Mr. Turrie. The total dismissals and forced resignations for 1953 
were 359, of which 130 were for security reasons and out of the 130 
were the 4 specifically found under the prior loyalty program to be 
disloyal persons. Those four are the only ones on whom a finding of 
disloyalty was made. Instead of 4 being included in the 130, only 
3 were included because 1 was in Puerto Rico and, being out of conti- 
nental limits of the United States, is not included. 

You asked specifically about Mr. Strubinger’s department. I have 
the figures for the Bureau of Customs for the 5 years 1948 through 
1952, and there were none dismissed under the provisions of Executive 
Order 9835 in that 5-year period. That makes it completely respon- 
sive. I had intended to make it responsive by stating there was no 
program in the preceding 5 years that was comparable. I submit for 
the record a table on the Bureau of Customs. 

(The table referred to is as follows :) 


Employees in the Bureau of Customs, Treasury Department, discharged during the 
calendar years 1948 through 1952 


Under pro- 
visions of 
For other 
Year e Total 
9835 
42490—54 44 
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Mr. Gary. In other words, the loyalty program of 1947 covered only 
loyalty cases 

Mr. Turrie. That is right. 

Mr. Gary. And that was under an Executive order issued by the 
President of the United States in 1947? 

Mr. Turrie. Under Public Law 733. 

Mr. Gary. In 1953, a new Executive order was issued by the Presi- 
dent of the United States which, in addition to loyalty cases, covered 
any security risks ¢ 

Mr. Turrie. May I read that, showing the different standards: 

The investigations conducted pursuant to this order shall be designed to develop 


information as to whether the employment or retention in employment in the 
Federal service of the person being investigated is clearly consistent with the 


interests of the national security. 

This is section 8 (a). And may I point out what I consider to be 
the difference. Under the old program unless the trier of the facts 
determined that the employee was disloyal, that he had immediate 
thoughts in his mind of betas disloyal to the United States, he could 
not be dismissed. But now if the trier of the facts finds the employee 
has frailties of character or has committed acts or is related in some 
way to external things that can put him under pressure that may 
make him responsive to foreign bidinadabes or influences harmful to the 
United States, he may be dismissed. A man may be a rugged indi- 
vidual and never intend to give in, but he may have a mother behind 
the Iron Curtain, and it would be a terrible thing to say that person 
is a security risk because of a subversive contact. That is why we 
do not break these down as to subversives and others, although in 
such a case it is a subversive contact that may ultimately make him 
dangerous, 

Mr. Stemrinski. When was that passed ? 

Mr. Turtte. This Executive order was dated April 27, 1953, effec- 
tive May 27, 1953. 

Mr. Steminski, If the whistle blew today, who do you think would 
be among the most loyal Americans to throw the Reds out of Poland ? 

Mr. Turrie. I am not an expert in that field, but the American Poles 
would be my guess. 

Mr. Steminskt. O. K. Who were the most loyal people from Hawaii 
while their relatives were in compounds behind wire in this country ? 
The niseis. 


Mr. Turrie. I was raised in Honolulu with niseis and I agree with 
you. 

Mr. Steminskt. For the last 7 years I had a stepdaughter behind 
the Iron Curtain. She broke out this Christmas. Am I to under- 
stand by this Executive order that I have been disloyal to the United 
States? I took my oath as a Member of Congress in 1951 without 
mental reservations. Do you recall the Warsaw uprising when fathers 
and mothers and relatives shot their own kind lashed to the front of 
attacking tanks? Do you not give the human heart any credit for 
being able to stand by itself? Do you think General Van Fleet, 
when his boy was lost behind the Iron Curtain in North Korea, would 
stop fighting for the Red, White, and Blue because of torture possi- 
bilities to his son? When he heard the news, he wiped his eves 
and said, “That’s the way the kid wanted it, let’s go.” This order 
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as is should be wiped off the books of the United States. I think it 
is vicious, totalitarian, un-American. It shoots from the hip, puts 
a man out of Government service, classifies him disloyal for nothing 
over which he has control, puts others in judgment of his heart, 
conscience, and oath. That’s un-American. I defy anyone to say 
I was disloyal because my stepdaughter was behind the Lron Curtain, 
or that any squeeze play worked or could have worked against me 
by the Reds. 

Mr. Turt.e. There is nothing in the order that says any such thing 
as that. 

Mr. Steminsk1. The implications are there, and I am telling you if 
anybody says that because I had a stepdaughter behind the Tron Cur- 
tain I was a disloyal Congressman, that I was a traitor, I challenge him 
to make that charge and expect to get out of this room alive. Liberty 
is life, and no man is going to make that charge against me and leave 
here on his feet. If anybody makes that charge against me and ex- 
pects to live after he makes it, he had better have the cops here. I say 
that for the record. 

Mr. Canrrevp. Mr. Gary. 


Mr. Gary. That is all. 
Mr. Turrie. I would like the privilege to assure Mr. Sieminski of 


something I am sure he already knows, that if I have implied anything 
along the lines he suggested I, of course, offer my deep apologies. It 
is far from my intent. 

Mr. Canrtevp. I did not so understand it. 

Mr. Steminskt. Mr. Tuttle, it is nothing you have said. 

The implication is that the Executive order was hatched under 
pressures, pressures exerted at the time of the infamous Lidice of 
American literature last spring when America succumbed to black- 
lists, book-burnings, and soul searings, as we do here now. This 
thing here, I say, in itself denies the principles of Christianity; denies 
the fact that a man before his Maker can say, “I stand for that, so help 
me God”; denies the fact that 6 million Americans of Polish descent 
in this country can, before their God, be loyal to the Red, White, and 
Blue, many of whom have relatives behind the Iron Curtain. Few 
realize the implications of this order, and as soon as all do the order 
will be changed and you will give back to the 6 million Americans of 
Polish descent their birthright. During the last two wars Germans 
were shamed by the Kaiser and Hitler; just as Mussolini put the 
Americans of Italian descent to shame and Tojo put the niseis to 
shame. Put 6 million Poles in uniform against the Reds and they'll 
show you where their courage is. You can’t tell me these people are 
going to sell out because they are under pressure, in or out of 
Government. 

As soon as President Eisenhower realizes the full implications of 
this order, he will, I trust, move for its change. If suddenly a blood 
relative of the President were to be uncovered behind the Iron Cur- 
tain, in East Germany, are we to assume that the President, because 
of this order, will retire from the White House? Was Col. Al Schauf- 
fleur, vice president of Abercrombie & Fitch, in New York, denied 
the right to serve our colors in World War I and again in World War 

II because, for a time, a relative resided in Austria? Was Queen Wil- 
helmina, was General de Gaulle, General Anders to be denied the right 
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to hurl back the Axis because their blood and country were under 
siege? If Hitler had captured England, would it have been proper 
for all Americans of Anglo-Saxon forebears to have stepped aside? 
Carried to its conclusions, this order will depopulate America—give 
it back to the Indians. Could be. 

Mr. Canrievp. Thank you, gentlemen. 


Tuorspay, January 7, 1954. 


EXPORT-IMPORT BANK OF WASHINGTON 
ADMINISTRATIVE EXPENSES 


WITNESSES 


MAJ. GEN. GLEN E. EDGERTON, MANAGING DIRECTOR 
LYNN U. STAMBAUGH, DEPUTY DIRECTOR 

SIDNEY SHERWOOD, SECRETARY 

FRANK J. WALSH, CHIEF, ACCOUNTING DIVISION 
RAYMOND L. JONES, CHIEF, EXAMINING DIVISION 


Amounts available for administrative expenses 


| 1953 actual | 1954 estimate | 1955 estimate 


OF $1, 125, 000 $1, 116, 000 | $1, 070, 000 
Reimbursements from other accounts 22, 305 15, 200 5, 500 


Total available for obligation : 1, 147, 305 1, 131, 200 1, 075, 500 
Unobligated balance, estimated savings —80, 221 } 


Total administrative expenses 1, 067, O84 1, 131, 200 | 1, 075, 500 


Administrative expenses by activities 


Description 1953 actual | 1954 estimate | 1955 estimate 


Direct Accrued Expenses 
Administration $1, 044, 779 $1, 116, 000 $1, 070, 000 


Accrued Erpenses Payable Out of Reimbursements From Other 
Accounts 
Administration 22, 305 15, 200 5, 500 


Total administrative expenses. _..............--..--.--- 1, 067, 084 1, 131, 200 1, 075, 500 
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Accrued expenditures by objects 


Object classification | 1953 actual | 1954 estimate te 1955 estimate 


Total number valent ofall 
Full-time equivalent of all other positions. 
Average number of all employees 


Average salaries and grades: 
General schedule grades: 
Average salary 
Average grade 
Crafts, protective, and custodial grades: 
Average salary 
Average &. 


Personal services: 
600 
Other positions. 3, 15! , 000 
Regular pay in excess ‘of 52-week base.........-..._--. 3, 201 | 3, 3, 400 
Payment above basic rates___- 500 
Excess of annual leave earned over leave taken_______-| , 736 | j 3, 500 


personal 005, 86 916, 350 884, 000 

54, 100 7, 000 

Communication | Ove 12, 300 2, 300 
Penalty mail-___. 1, 100 200 
Rents and utility services_.- 478 | 103, 600 3, 600 
Printing and reproduction... 916 5, 600 
Other contractual services 2, 694 3, 200 
Services performed by other agencies 25, 9, 900 
Supplies and materials... , 7 300 
‘Taxes and assessments. - 303 | 350 | 400 


Total accrued expenditures. 067, ost , 131, 20 . v5, 500 
Less reimbursements from other accounts. nies’ 2, 305 5, 2¢ | 5, 500 


‘1, 044, 779 000 | 1, 070, 000 


Mr. CanFieip. The committee will now come to order. 

We are meeting today for the purpose of hearing the request of the 
Export-Import Bank of W ashington for the fiscal year 1955. 

We have before us Maj. Gen. Glen FE. Edgerton, the Managing Di- 
rector of the bank; Mr. Lynn U. Stambaugh, Deputy Director; Mr. 
Sidney Sherwood, Secretary ; and members of the staff. 

The request is for $1,070,000 for administrative expenses. General, 
are you prepared at this time to make a general statement in support of 
your request ? 

General Epcerron. Yes, sir. I would like to make the following 
statement, if it please the committee. 

Mr. CanFiexp. Proceed. 


PREPARED STATEMENT OF MANAGING DIRECTOR 


General Evgerron. I might say first that we have had a satisfactory 
ear, with 2 or 3 notable events, one of which was the Reorganization 
lan No. 5, 1953, which went into effect fully on August 5. We had two 

exceptional loans, a balance-of-payments loan to Brazil the first of this 
year, and a large loan for offshore purchases in France. We also had 
the insurance program which I discussed with the committee last 
ear. 

Provision for the bank’s administrative expenses does not require 
an appropriation but merely the establishment of an allowance to sass 
mit the use of a small part of the bank’s earnings for that 

The bank is requesting $1,070,000 for administrative expenses. for fiscal or fiscal 
year 1955. This amount is approximately 1, percent of estimated 
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earnings of $85 million. The allowance proposed for next year is 
$46,000 less than the current year’s allowance. 

This is a substantial reduction and it may prove to be greater than 
ought to be made in the face of additional functions and responsibili- 
ties placed on the bank by the Congress. However, the management 
of the bank will make every effort to stay within the limitation even 
at the expense of deferring or curtailing investigations of importance 
to its operations. 

The bank will continue conservative use of the funds available for 
lending to fulfill its basic purpose of facilitating and assisting in the 
financing of the export ah import trade of the United States. As a 
matter of prudent management and in order to be in a position to 
meet unforeseen demands of exceptional merit and urgency, the bank 
believes that a reasonable portion of its lending authority should 
usually be held in reserve for that purpose. The amount of the re- 
serve may vary from time to time depending upon appraisal of the 
urgency of current needs and the prospects for the future. 

It is estimated that at the close of fiscal year 1955 approximately 
$1 billion of the $4.5 billion lending authority of the bank will remain 
uncommitted. 

Loan disbursements in 1955 are estimated at approximately $381 
million which are considerably less than the $512 million disbursements 
estimated for fiscal year 1954. Loan repayments plus interest paid 
by borrowers in fiscal year 1955 are estimated at $491.6 million, in- 
dicating a considerable increase in total reecipts over the $377.5 mil- 
lion estimated for fiscal year 1954. 

Although these figures show a net budgetary expenditure in the 
amount of $88.1 million resulting from the operations of the bank 
during the current fiscal year, they also indicate that the bank is enter- 
ing a period during which an important portion of the funds for new 
loans will be provided by repayments and interest earnings and is 
looking forward to a time in the near future, probably beginning in 
fiscal year 1955, when the bank will be operating entirely on a re- 
volving fund basis. ~ 

SOURCE OF FUNDS 


Funds of the bank derive from three sources: First, $1 billion was 
made available by the Treasury initially through the purchase of the 
entire capital stock of the bank. Second, the Treasury is authorized 
and directed to purchase obligations of the bank in an aggregate 
amount not greater than 314 times the capital stock of the bank. 
Third, in lieu of borrowing funds from the Treasury, the bank may, 
with the consent of the Treasury, guarantee loans from private 
sources. The third source will be utilized more extensively in the 
future than in the recent past by obtaining the funds for new credits 
in suitable cases from commercial banks and other private sources 
with repayment guaranteed by the Export-Import Bank. 


TYPES OF LOANS HANDLED 


With defense production having passed its peak by fiscal year 1955, 
considerable productive capacity should be released to other produc- 
tion. In this situation the Export-Import Bank can assist in main- 
taining desirable levels of industrial activity through increased aid 
to exporter credits. 


i 
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Participation in financing the development and expansion of foreign 
sources of strategic materials and materials essential to United States 
industry is distinctly a function of the foreign lending arm of the 
United States Government. The bank has done much in this field 
and is prepared to continue as future conditions may warrant. 

Although the International Bank for Reconstruction and Develop- 
ment is well prepared to participate in financing the long-term devel- 
opment projects sponsored by member governments, some other 
development projects are expected to arise from time to time which 
require or warrant the assistance of the Export-Import Bank on ac- 
count of their special importance to interests of this country. On a 
selective basis and in consultation with the international bank, the 
Export-Import Bank will continue as in the past to give consideration 
of that kind. 

"mphasis will be placed by the bank on private capital participation 
in all lending operations. Much consideration has been given to the 
question of interest rates. It will continue to be the policy to keep 
pace with trends in interest rates. One important consideration in 
this policy stems from the purpose of the bank to obtain a maximum 
amount of participation of private capital in its loans. The bank 
is sensitive to the danger of creating added inducement to public 
instead of private financing if the rates charged by the public lending 
agency are below commercial rates. 

It has been the experience of the bank that some unforeseen emer- 
gencies arise almost annually to create demands on it for large com- 
mitments, such as balance-of-payments loans, of a kind that would not. 
ordinarily be selected by the bank. A case in point is the recent $300- 
million loan to Brazil to enable that country to settle its dollar account. 
These loans are exceptional to the bank’s normal lending program. 
Although some may be necessary in the future, it is hoped that they 
may be few. 

In addition to the types of loans mentioned in the preceding para- 
graphs, it is expected that the bank will continue to make its facilities 
available to enable friendly countries to purchase surplus United 
States commodities like cotton. In the past these loans have proved 
to be of mutual benefit by providing a raw material needed for the 
industry of the borrowing country and at the same time relieving 
United States producers of surplus corps. 


RESPONSIBILITIES UNDER INSURANCE PROGRAM (P. L. NO. 30) 


The bank has always prided itself on the economy and efficiency of 
its administrative management. ‘The total number of permanent po- 
sitions requested for fiscal year 1955 is 139—2 less than for the cur- 
rent fiscal year. However, it may become necessary to make a supple- 
mental request for a small increase in the staff because of the increased 
responsibilities imposed by Public Law 30, which authorizes the bank 
to issue insurance against war risks and expropriation of goods of 
United States origin owned by United States nationals and stored 
abroad. For the present the issuance of this insurance coverage will 
be limited to cotton and cotton mill waste. Effort is being made to 
avoid the necessity of increasing the staff for this purpose by making 
agency agreements with commercial insurance companies. Under 
these arrangements policies will be written by the companies for a 
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fee to be paid to them out of the insurance premiums. Except in the 
event of world catastrophe, the insurance operation is expected to be 
self-sustaining. This will be a new function for the bank, and only 
experience can determine whether it can be effected on a basis as 
economical as that now planned. 

So far no insurance has been written. It is available and we have 
engaged about 79 companies who are authorized to write the insur- 
ance but none has been written yet. That probably flows from the 
high price of United States cotton compared to the world price. At 
any rate, unless this business picks up, the apprehensions expressed in 
respect to need for increased personnel will not arise. 

In the current fiscal year and in fiscal year 1955 representatives of 
the bank will have to spend somewhat more time than heretofore in 
the field to inspect the work on projects financed in part by the bank 
and to investigate projects for which applications for loans are pend- 
ing. It has been found more efficient and economical to perform such 
field work with personnel from headquarters than to maintain field 
offices in various parts of the world. It is pretty clear, however, that 
in the future greater emphasis must be placed on followup and 
inspection. 

STUDY AND APPRAISAL OF APPLICATIONS 


An increasing proportion of the bank’s time is spent in study and 
appraisal of applications which are ultimately rejected. For this rea- 
son the amount of new loans and the amount of disbursements are not 
a dependable measure of the bank’s workload. Likewise, the dollar 
amount of a loan gives little indication of the work that may be in- 
volved in appraising it. Experience has shown that the work of ap- 
praisal of an application and subsequent administration of the credit 
is often greater in the smaller loans than in the large ones. Neverthe- 
less, some indication of the magnitude of operations lies in the fact 
that the bank currently has outstanding commitments in the amount 
of approximately $314 billion in 48 countries. 


AGENT FOR FOREIGN OPERATIONS ADMINISTRATION 


In addition to the bank’s functions under the Export-Import Bank 
Act of 1945, as amended, and its activities under the Defense Produc- 
tion Act as mentioned heretofore, the bank acts as agent for the For- 
eign Operations Administration in connection with loans and guaran- 
ties under provisions of the Mutual Security Act of 1951. Although 
the act provides that the bank shall be reimbursed for these services, 
experience of the ecw 4 years has antec that this arrangement has 


definitely increased the general wor 
that reimbursement is practicable. 

The budget request for fiscal year 1955 contemplates a slightly 
smaller force and less total expenditure than were allowed this fiscal 
year. There can be little doubt that the requested administrative ex- 
pense allowance of $1,070,000 is not above the minimum required to 
manage and safeguard the $4.5 billion of public funds entrusted to 
the bank to administer. 


load of the bank beyond the point 
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SUMMARY OF LOANS 


Mr. Chairman, in previous years the committee has asked for a 
summary of loans, and we have prepared one for the record this year. 

Mr. CanrieLD. Without objection it will be placed in the record at 
this point. 

(The summary referred to is as follows :) 


Export-Import Bank of Washington—Summary of loans, Dec. 31, 1953 


| 
Europe Asia Latin America Other | Total 


Authorizations $2, 803, 180, 309. 91|$976, 574, 401. 04/$2, 152, 023, 463. 91/$548, 636, 314. 20) $6, 480, 414, 489. 06 
Advances by partici- 
pating banks-__-_--- 154, 483, 670.00} 14, 000, 000. 00 22, 099, 904. 09 190, 583, 574. 09 
Cancellations and ex- 
WOtsOMs.........<-. 212, 900, 412. 73) 250, 534, 099. 36 549, 519, 937. 43) 198, 104, 759. 39) 1, 211, 059, 208. 91 
Disbursements 2, 423, 882, 578. 23) 571, 547, 675. 80) 1, 296, 005, 423. 67| 268, 284, 360. 87| 4, 559, 720, 038. 57 
Repayments 808, 743, 500. 10, 290, 167, 044. 31 438, 179, 695. 00) 189, 287, 193. 65) 1, 726, 377, 433. 06 


Outstanding loans...) 1, 615, 139,078. 13) 281, 380, 631. 49 857, 825, 728.67) 78,997, 167.22) 2, 833, 342, 605. 51 
Undisbursed authori- 


zations 11, 913, 648. 95} 140, 492,625.88) 284,398, 198.72 82, 247, 193. 94 519, 051, 667. 49 
Total undisbursed 


authorizations 
lus outstanding 


1, 627, 052, 727. 08! 421, 873, 257. 37| 1, 142, 223, 927. 39) 161, 244, 361. 16| 3, 352, 394, 273. 00 


Nore.—Amounts are cumulative from establishment of bank, Feb. 12, 1934, 


“Other” denotes rest of world and credits which cannot be identified with any particular area. Uncom- 
mitted lending authority of bank, $1,147,605,727 (including $100 million which may be used to provide 
insurance under Public Law 30, 83d Cong., approved May 21, 1953). 


General Epcrrton. That, sir, concludes my formal statement. 
Mr. Canrtevp. I will proceed with some questions, then, at this 
point. 
AMOUNT REQUESTED OF BUDGET BUREAU 


How much of an allowance did you request from the Bureau of the 
Budget for the new fiscal year ? 
General Epgerron. $1,110,000. 


LOAN DISBURSEMENTS 


Mr. Canrrevp. Why do you anticipate loan disbursements for the 
fiscal year 1955 will be less than for 1954? 

General Epgrerron. Largely on account of the two large loans that 
I mentioned earlier in my remarks. The Brazilian loan, which was 
$300 million, was made last year, but some renegotiation of the terms 
of the loan was necessary and only $120 million of the disbursement 
was made last fiscal year and $180 million fell this year. Then this 
year we made an unexpected loan of $100 million for offshore pro- 
curements in France. They are very good loans, all in accordance 
with the objectives of the act. 


LOAN REPAYMENTS 


Mr. Canrietp. Why do you anticipate loan repayments for 1955 
will be more than in 1954? 

General Epcrertron. That is as a result of the Jength of time that 
previous loans have been outstanding. That is a pretty definite figure. 


| | 
OZ 
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The loan agreements usually call for payment of principal on the 
installment basis, either quarterly or semiannually, and there is a 
time in the early post of the period of the loan in which no payment 
is required. The loans made this year will not be disbursed this year, 
asarule. The French loan was an exception. So the increase is the 
result of the continuing business of the bank. 


Mr. Suerwoop. There will be $125 million of the $300 million Bra- 
zilian loan repaid next year. 


Mr. Canrtetp. How old is the bank ? 
General Epeerton. Twenty years old in February. 


GUARANTEED LOANS 


Mr. Canrietp. What is the total amount of outstanding guaran- 
teed loans, that is, loans made by private sources with repayment 
guaranteed by the bank? 

General Epveerron. There is the Japanese cotton loan of $60 million 
guaranteed by the Export-Import Bank. The funds, however, are 
advanced by a group of banks which in the past have served the Jap- 
anese cotton buyers. We have also some old agreements by which 
banks have advanced the funds on a guaranteed basis and the Export- 
Import Bank undertakes to repay the lending bank on call. Those 
accounts, however, amounting to some thirty-odd-million dollars, have 
been outstanding for a g many years and probably will remain 
outstanding until the loans on which they are based are repaid. 

The cotton loan calls for take-out only in the event of default. 
The borrower has to live with the loan and if the loan is paid as 
called for by the terms, the bank pays nothing, but the bank which 


advances the money has a right to be taken out if there is a default on 
principal or interest. 


LOANS COVERING STRATEGIC MATERIALS 


Mr. Canrietp. What is the amount outstanding for the develop- 
ment and expansion of foreign resources of strategic materials and 
materials essential to American industry ? 

Mr. Suerwoop. $190 million. 

Mr. Canrie.p. Are these funds from private sources guaranteed by 
the bank? 

Mr. Suerwoop. No. These are from the bank’s own funds. 

Mr. Canriecp. Are there any funds from private sources guar- 
anteed by the bank for this purpose? 


Mr. Suerwoop. No, sir. However, we anticipate there may be in 
the future in this type of credit. 


INTEREST RATE 


Mr. Canrrevp. What is the present interest rate of the bank? 
General Epcrerron. It varies with the type of loan and the length 
of the term of the loan, from about 314 percent to about 6 percent. 
It is based on a formula established by the National Advisory Com- 
mittee which we follow closely. It is subject to calculation almost to 
the exact one-hundredth of 1 percent. We make the calculation and 


the interest rate is fixed accordingly. It is no longer a matter of the 
judgment of the bank. 
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Mr. Canrtetp. The National Advisory Committee consists of 
whom ? 

General Epcerron. It consists presently of the Secretary of the 
Treasury, Secretary of State, Secretary of Commerce, the Governor 
of the Federal Reserve Board, and the Foreign Operations Admin- 
istrator. 

Mr. Canrie_p. Will you touch on the criteria that the National Ad- 
visory Committee employs in arriving at the interest rates? 

General Epcerron. The principal criterion is the rate on govern- 
mental securities of the same maturity, with an allowance over and 
above that for administrative expenses of the bank and a reserve 
for losses, A distinction between reserves for governmental loans and 
for private loans is made because governmental loans involve less 
risk, 

Mr. Canrrtevp. What is the policy regarding interest rates on loans 
made by private sources and guaranteed by the bank? 

Generis Epcerton. The policy is not too completely worked out, 
but we expect to charge the borrower the same rate of interest we 
would have charged if the money had been withdrawn from the 
Treasury to disburse the loan. The effect will be to decrease some- 
what the margin of profit of the bank. While the bank’s guarantee 
is as good as any other obligation of the Government, since it is 
authorized by the Congress, yet the psychological and other factors 
are such that it cannot command as low an interest rate as a govern- 
mental bond. The owner would have to ask us for permission to sell 
it, and so on, so the guarantees will cut down somewhat the profit 
that the bank will make on those loans. However the bank is not. in 


existence for the purpose of profit. 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 


Mr. Canrtevp. Will you tell us again, for the purpose of the record, 
just what is the International Bank for Reconstruction and De- 
velopment ? 

General Evgerron. The International Bank for Reconstruction and 
Development was created in the Bretton Woods Conference. The 
governments who subscribe to it, most of the governments of the 
United Nations have subscribed to it, subscribed for the eee of 


assisting the member governments in the development of their 
countries by lending them money for desirable purposes. The funds 
are derived. in part by payments from member governments and in 
larger quantities by borrowing in markets of the world. The borrow- 
ing is supported by an additional contingent commitment that the 
member governments have to the bank to support it in the case of need 
in payment of losses. An important difference is that the Interna- 
tional Bank can lend only to its member governments or their agencies. 
It does not lend to private individuals or enterprises, without govern- 
mental guaranty. It draws the major part of its funds by selling its 
own securities in whatever markets it can. There is one very essential 
difference; the International Bank is an international institution or- 
ganized for collective purposes of the member governments. It has 


no more interest in the exports of the United States than in the exports 
of any other member country, I take it; it should not have; and 
because other curencies are a little easier to obtain, perhaps it has a 
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natural tendency to favor procurements in countries other than the 
United States. 
Mr. Canrretp. How many nations are represented in that bank? 
Mr. Stameaven. Fifty-five. Fifty-four since Czechoslovakia is out. 
Mr. Canrretp. Were any of the countries behind the Iron Curtain 
members of that bank at any time? 
General Epcerton. Czechoslovakia. I do not know whether Poland 
is or not. 


Mr. Surrwoop. Czechoslovakia was the only one. 


EMERGENCY LOANS 
BRAZILIAN LOANS 


Mr. Canrtetp. General, now will you discuss for us in a little more 
detail some of the emergency loans made by the bank, such as the recent 
$300 million loan to Brazil to permit that country to settle its dollar 
account. 
General Epngerton. Yes, sir. That loan was for the purpose of 
enabling Brazil to become current in its ordinary commercial dollar 
credits. During a period of years credits had been advanced by 
American suppliers to their agents or customers and sometimes to their 
subsidiaries in Brazil beyond the capacity of the Brazilian exchange 
situation to furnish the exchange, so that the accounts were being paid 
in an irregular fashion with much delay, and new accounts, if opened 
at all, were opened with a substantial allowance for interest if not for 
hazard, and trade was badly falling off. It was felt that it was within 
the objectives of the act and a desirable thing to do to make a loan that 
would permit paying those old accounts at the same time that Brazil 
undertook a policy of self-financing of future imports. The loan was 
made and Brazil did furnish funds from its own lines of credit here 
that were in existence when the loan was made and devoted a certain 
percentage of new dollar earnings to pay up the arrearages. In the 
beginning they hoped to do that in a very few months. It was found 
they could not do it in so short a time and we rearranged the loan so 
that our disbursements were based on corresponding disbursements by 
Brazil from its own exchange accounts. The payments of arrearages 
were completed by December 31, and it was a monumental accom- 
plishment. In the process, of course. current business with the United 
States had to fall off to some extent because of the necessity for a pe- 


riod of austerity in the use of any foreign exports of any kind. 
(Off the-record. ) 


(Discussion off the record.) 
Mr. Canrteip. What is the interest rate on a loan of that kind ? 
General Encrrton. The interest rate on that is 314 percent. That 


is about the minimum. It is a short-term loan. Payment begins 
in September. 


(Discussion off the record.) 


Mr. Canrretp. How about some of your other emergency loans, 
General ? 


FRENCH OFFSHORE PROCUREMENT LOAN 


General Encrrton. Perhaps I should mention the French offshore 
procurement loan. The defense departments have contracts for con- 
struction in France and we advanced the funds to the French Gov- 
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ernment in the amount of $100 million, taking as security the pay- 
ments from the defense departments that will be due under Sl 
contracts as production is attained. We have the contracts in the 
amount of $154 million as collateral for our $100 million loan. I 
do not know what payments we have been getting on that. 

Mr. Watsu. It has all been repaid except for about $20 million. 

Mr. Jones. On the second loan, which I think is what he is talk- 
—— about $30 million has been repaid. 

eneral Epcrerton. This is the second of the loans of this type. 

It is very beneficial to the borrowing country and to this country also. 

Mr. SHerwoop. Another emergency loan of $25 million was made 
to Chile in 1949 when the price of copper had dropped. This loan 
tided Chile over until the price of copper recovered. 


CANADIAN LOAN 


Another was a loan to Canada a number of years ago when she 
was faced with a sterling surplus and a dollar deficit. The bank au- 
thorized credit of $300 million. They tried first to float a loan on 
the private market and were unable to do so. The bank made the 
Joan and then it was taken over by private sources and the bank was 
repaid in less than a year and there was no interruption of Canadian- 


American trade. 


LOANS TO FOREIGN COUNTRIES FOR PURCHASES OF SURPLUS COMMODITIES 


Mr. Canrtetp. Will you discuss some of the loans which enabled 
friendly foreign countries to purchase some of our surplus com- 
modities ? 

General Epcrerron. The most conspicuous were the cotton loans, 
referred to previously. The last was a loan of $60 million to Japan 
this year for the purchase of United States cotton. It was preceded 
by alean of $40 million last year, and last year we also made a loan of 
$12 million for the same purpose to Spain. Previous loans of the same 
kind included one to Austria and one to France. 

Mr. SHerwoop. And to Colombia and Germany. 

General Epcerton. The bank is not favorable to commodity loans of 
this me unless they afford definite benefit to the exchange position 
of the borrowing country. If you lend money merely to permit peo- 
ple to buy something they cannot afford, you only prolong the evil 
and make it worse eventually. The Japanese have ample dollars and 
can pay these loans anyway, but they do-make the cotton into textiles 
some of which they export. The loan is long enough, 15 months, so 
that the spinners can get the cotton, make it into textiles, and sell it 
before they have to repay the loan. The interest is all paid at the end 
of the 15 months, upon repayment of the loan. 

We have here a complete statement of cotton credits by the Export- 
uae Bank dating back as far as 1937. There are $597 million total 
credits authorized ; $460 million disbursed ; financing in round numbers 
3 million bales of cotton. That is over a period from 1937 to 1953, 16 
years. 

Mr. Passman. Off the record. 

(Discussion off the record.) 
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NUMBER OF POSITIONS 


Mr. CanrteLp. General, in your request presented today, you indi- 
cate you are asking for 139 permanent positions, 2 less than for the 
current fiscal year, and of course you touched on your workload. Did 
you request additional positions of the Bureau of the Budget when 
you made known your program ¢ 

General Epcerton. We recommended 141 positions. 


WORKLOAD UNDER PUBLIC LAW NO, 30 


Mr. Canrreip. What additional workload has resulted from the 
enactment of Public Law 30, which authorizes the bank to issue insur- 
ance against war risk, and so forth. 

General Eperrron. None as to our personnel. The work has been 
done by the bank’s Private Capital Participation Division. No insur- 
ance has been written yet. Expense amounting to about $11,000 has 
been incurred in traveling, the printing of forms, and so on. We 
anticipate there will be a time when insurance will be written. If not, 
we will havea further drain on our expense account, but not the admin- 
istrative budget, for that amount, because most of the expense is 
incurred by the agents in the field who are supervising the under- 
writing. 


CONTRIBUTION TO FOREIGN POLICY OF THE UNITED STATES 


Mr. CanrFtetp. One further question at this time. The bank oper- 
ates without a lot of fanfare and without a lot of publicity. hat. 
would you say the Export-Import Bank contributes to the foreign 


licy of the United States, the desire of our country to promote a 

tter and more peaceful world ? 

General Eneerron. I think the contribution is very substantial. 
Perhaps it would be larger if we spent more money, but it is the 
opinion of the management of the bank that we have about the opti- 
mum rate now. We make no so-called political loans that are not 
well in accord with the objectives of the act. It is an incidental thing 
that they can serve also United States international policy. There 
have been statements made by irresponsible commentators suggesting 
that we make loans largely for political purposes. We have not made 
a loan that we did not feel was well within the objectives established 
by law. 

iiheiey I think it is correct to say that we have never made a loan 
that was objected to on policy grounds by the State Department. But 
we have not made nearly all of the loans that could have been made 
if national policy were the only consideration. We are bound posi- 
tively by the provisions of the charter laid down in the Export-Import 
Bank Act, and have never departed from it. 
Mr. Canrretp. Mr. Gary. 


NUMBER OF EMPLOYEES 


Mr. Gary. General, you are asking for two less employees for this 
coming year than you had this year? 

General Epcerron. Yes. 

Mr. Gary. What classification are they in? 
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Mr. SHerwoop. An economist and a secretary, grade 15 and grade 6. 

General Eperrton. That is more or less for the purpose of meet- 
ing the bugetary requirement. We do not have a full complement 
now. We have had some unexpected vacancies, and we do not fill 
vacancies just with bodies. Those vacancies are difficult to fill with 
competent people.’ So that to meet this administration limitation, if 
it is imposed on us, we will not fill all of the vacancies. 


REORGANIZATION PLAN 


Mr. Gary. Has your reorganization plan been completed ¢ 

General Epeerton. Yes; it went into effect fully on August 5, when 
the new managing director took the oath of office. 

Mr. Gary. Do you have a diagram or a plot showing the organiza- 
tion as it existed before and as it exists at the present time? 

General Epncerton. I do not believe we have one with us. 

Mr. Gary. A comparative chart; will you insert in the record a com- 
parative chart of the organization before and after the new organiza- 
tion went into effect ? 

General Engrrron. Yes. It is very simple to explain. The board, 
with the 5 members, including the Secretary of State, ex officio, was 
abolished, and the 4 full-time members were replaced with 3, the 
managing director, the deputy director, and the assistant director. On 
the chart, those three new officers just take the place of the board. It 
is that simple. 

Mr. Gary. What do you estimate the organization has saved in 
dollars ? 

General Eperrton. We estimate $17,500 per year. 

Mr. Gary. Will you tell us what it has accomplished in efficiency ? 

General Evgrrron. The management procedure is about the same 
as before. The managing director now has the authority to make 
decisions that used to be made by the board. They can be made some- 
what quicker. The reorganization is not expected to make a large 
direct saving in expense. The increase in the efficiency, I would say, 
is in the direction of more expeditious operation. 


GUARANTY OF LOANS MADE BY OTHER BANKS 


Mr. Gary. How much does the Government receive for the guaranty 
of loans made by other banks ? 

General Epgerton. We do not establish it quite on that basis. We 
have an interest rate to the borrower and we pay a different interest 
rate to the bank that advances the money. As it happened in the 
Japanese cotton loan, the rate was 3.5 percent. 

Mr. Watsu. 3.5 percent, of which the commercial bank gets 3. 

General Eperrron. That leaves one-half of 1 percent for the guar- 
anty. That was for a very short period and a very secure loan. One- 
half of 1 percent would not be enough for the average loan. 

We would have to estimate, depending upon the character of the 
loan, and on the credit rating of the borrower, somewhere between 
1 and 2 percent as the range. 

Mr. Gary. But your bank would get from 1 to 2 percent for guar- 
anteeing the loan ? 

General Epgertron. Yes, sir. 
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Mr. Gary. How are these loans handled ? 

General Epcrerron. In the case of the Japanese cotton, which is 
the only notable one we have handled in this manner, we took the 
banks that had formally participated in the financing of the Japanese 
cotton. We thought that was a necessity, because we did not believe 
the Japanese had any responsibility for this method of financing, 
and that they should be given the same facilities and services that 
they had previously enjoyed when we borrowed the money from the 
Treasury so we did not invite other banks to participate. We deter- 
mined what the rate should be, and we asked them if they would 
accept it. The banks agreed and that is the rate that was established. 

Mr. Gary. Who makes the investigation of these loans; do you or 
the participating bank ? 

General Encerron. We make the investigation on all loans, whether 
a commercial bank advances the money, or whether it comes from 
the Treasury has no effect on the necessity for scrutiny by the Export- 
Import Bank. The treatment of the loan is just the same. The 
borrower is really not normally concerned in the source of the funds. 

We use the guaranty plan for two reasons: The principal one is 
to protect the cash position of the Treasury, especially in connection 
with the debt ceiling. Then the other, it is a part of our responsibility 
to promote and conduct business through the normal channels in the 
normal way, with the banks. Of course, each loan is a charge against 
our lending authority, just the same as if we borrowed from the 
Treasury. The commercial banks do not carry the risk, or anything 
of that kind. The risk is all ours except that we have thought, per- 
haps, we would not guarantee the interest; we would guarantee only 
the principal. However, we do not have any assurance that we will 
be able to do that, because it may be that it will prove to be more costly 
than it is worth. The prospect of the loss in interest is slight, so 
we may accept it. Commercial banks of deposit are not well equipped 
to handle the long-term loans, partly because of the banking laws. 
So we think that Ses the long-term loans to be financed in this way, 
the insurance companies are the most likely source of funds. 

That type of investment seems well suited to the insurance com- 
pany. They cannot make them directly because of the insurance 
laws of the several States, but they can take the paper with our 
guaranty, under those laws, and they seem to be interested. 

Mr. Gary. You guarantee the loans 100 percent ? 

General Epcerron. Oh, yes. 

Mr. Gary. So that the bank assumes no risk. 

General Epcerton. No risk. 

Mr. Gary. You assume the risk. 

General Epcerron. That is right. 

Mr. Gary. In cases where you receive from 1 to 2 percent interest 
on the guaranteed loan, approximately what would be the total inter- 
est on that loan? 

General Epcrrron. Well, there again I would have to know the 
terms and nature of the borrower; we make a little lower rate of 
interest to governments than to private borrowers. But the total 
interest rate would range from, possibly, 3.5 percent, that would be the 
minimum, up to about 6 percent. 

Mr. Gary. You never get over 6 percent? 


703 


General Eperrron. I do not think we have ever charged over 6 
percent. There is another theory, of course, that the proper rate of 
interest should be fixed by, first, the rate that we have to pay the 
Treasury, adding an allowance for our administrative expenses, then 
adding a percentage to represent the risk factor. Under that theory 
different rates would apply to different loans otherwise quite similar in 
most aspects. Actually, each loan would fall into one of a few cate- 
gories for interest rates and would take the rate of its category. We 
now apply the rate determined under the new formula, which gives 
us a pretty good margin, generally, for our reserve account. 

We are not in business to make a profit, but we do want to build up 
a reserve so we will not have an ultimate loss on account of defaults. 

Mr. Gary. Who services these loans ? 

General Epeerron. I beg your pardon ? 

Mr. Gary. Who services these loans, the guaranteed loans? 

General Epncgerton. Oh, the borrower. By servicing, you mean just 
what ? 

Mr. Gary. I mean who handles them; does your bank or the partici- 
pating bank collect the interest and the loans and otherwise service 
them / 

General Evcrerton. For the cotton class, the participating banks do. 


LOSSES ON LOANS 


Mr. Gary. Have you written any loans off during the current year 
as bad loans? 

General Encerron. No; not during the past year. 

Mr. Gary. I inquired concerning the present year. 

General Epcrerron. The total writeoff of loss is around $500,000 in 
round numbers, the exact figure is $496,068.35. We have one loan, not 
written off, that is in default. May I add some comments off the 
record 

(Off the record discussion. ) 

Mr. Gary. Outside of the loans that you have written off, and the 
one loan that is in default, that you have been discussing, none of the 
rest of the loans are in default; is that correct / 

General Epgerron. That is right. 

Mr. Gary. That is all, Mr. Chairman. 

Mr. CanFievp. Mr. Vursell. 

Mr. Vursevt. As I understand it you had no definite loss written 
off during the past year. 

General Eveerron. That is correct. 

Mr. Vursei.. Except the one you have just referred to. 

General Epngrrron. We have not written any off this year. That 
one has not been written off; it is behind in its payments. 

Mr. Vurseit. How about your experience for the past 2 or 3 years, 
have you had considerably large losses on loans that you have made ? 

General Epgerron. We have not had any large losses in any period. 
We have reserves of more than $300 million for bad loans, against 
which we have charged $500,000, which is a very small fraction. 

Mr. Vursect. And my other question is, generally speaking, over 
the past number of years the bank has shown a profit rather than a 
loss ¢ 

General Epgerron. Oh, yes. 
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Mr. Vourseii. That is correct, is it not ? 

General Epcrrton. Yes, sir. Of course, we do have a very large 
loan in France, which, for example, if they were in such difficulty 
that they could not repay the loan, would give a loss larger than our 
reserves, but other than 1 or 2 special cases of that kind, the reserves 
will soon be sufficient to pay any losses that we can envision except in 
the event of another great war. 

Mr. Voursett. Thank you, that is all. 

Mr. Gary. Mr. Chairman, I want to say that I think the bank has 
had a very excellent record since its creation, from the standpoint of 
loans, losses, and economical administration. 

General Thank you. 


LOANS TO PURCHASE AMERICAN COTTON 


Mr. Passman. General, something was said earlier in the testimony 
about loans to purchase American cotton to be financed by the Export- 
Import Bank. 

General Engerron. Yes; the table we have here shows that. 

Mr. Passman. Would it be permissible to have that table inserted 
in the record, Mr. Chairman ? 

Mr. CanFtetp. Without objection, the table will be inserted in the 
record at this point. 

(The table referred to follows :) 


Cotton credits extended by Export-Import Bank, to Nov. 25, 1953 


| | | 
| | | Number | Estimated 
Date | Amount Disburse- 
Country : | ’ | | ofbales | bales to be 
authorized allocated ments | financed 
| 
Authorized in fiscal year 1954: | 
Authorized in fiscal year 1953: 
Apr. 9, 1953 12, 000, 000 3, 391, 105 17, 508 37, 492 
52, 000. 000 43, 340, 158 230, 188 37, 492 
Authorized in fiseal year 1952: | } 
Apr. 4,1952 6, 000, 000 2, 361, 768 11, 832 17, 438 
Colombia. Nov. 1, 1951 20, 000. 000 8, 448, 052 
France. May 8, 1952 45, 000, 000 27, 026, 150 
Germany, Sept. 2, 1951 50, 000, 000 49, 439, 829 
Nov. 15, 1951 40, 000, 000 39, 900, 132 
Jan, 3, 1952 12, 000, 000 11, 964, 751 
ok 173, 000, 000 139, 140, 682 641, 486 17, 438 
Credits previously authorized: wy 
Czechoslovakia... ...............| Oct. 21,1936 795, 000 795, 000 
Italy Jan. 7, 1937 13, 370, 000 13, 370, 000 
Poland __.. Nov. 3, 1938 2, 599, 71 2, 596, 209 
Spain July 28, 1939 13, 350, 000 13, 008, 200 245, 986 |..........-. 
Finland Dee. 24, 1945 17, 000, 000 16, 961, 773 
Europe—postwar credits...._._. 1945-46 95, 706, 625 95, 706, 625 646, 806 |............ 
China........ Jan. 3,1946 33, 000, 000 32, 976, 442 255, 685 |..........-. 
Jan, 21, 1946 25, 000, 000 24, 638, 812 
Czechoslovakia._..............- May 29, 1946 20, 000, 000 19, 987, 014 111, 262 |_._._.. 
Aug. 13,1947 23, 592, 103 4, 592, 108 24. 800 |....- 
Apr. 21, 1948 55, 158, 121 40, 158, 121 246, 550 
Yugoslavia Jan. 11,1951 12, 977, 100 12, 977, 100 52, 370 |....- 
312, 548,649 | 277,767,399 | 2,077,113 
Total Export-Import Bank a 
ROE Gg Sere 597, 548, 649 460, 248, 239 | 2, 948, 787 354, 930 
Mutual Security Agency-ECA } 
Feb. 8, 1951 5, 000, 000 | 4, 999, 750 20, 181 
Total cotton credits. 002, 548, 049 | 465, 247, 989 | 2, 968, 968 354, 930 
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Mr. Passman. General, are the applications for loans to purchase 
cotton on the incline or decline ? 

General Eperrton. The Japanese requests are greater this year 
than heretofore by about 50 percent, but we had no Spanish credit 
this year. Instead of $52 million last year we had $60 million this 
year. 
: Mr. Passman. How does that apply to the other nations that here- 
tofore have requested loans to purchase cotton ¢ 

General Epgerron. We have not had any more requests for some 
time. 

Mr. PassMAn. Some of the nations we have made loans to hereto- 
fore to purchase cotton are no longer asking for loans to purchase 
cotton ¢ 

General Enerrron. I believe that is right. 

Mr. Passman. I wonder what brought that about; the difference 
between the world price and the domestic price of cotton ¢ 

General Epgerron. Yes, I think so. I think if they have to pay in 
dollars they can buy Mexican cotton, Brazilian cotton, and Egyptian 
cotton, perhaps cheaper. 

Mr. Passman. How about Pakistan and India cotton? 

General Epcrrron. I really do not know, but I believe that the 
world market is now a little bit lower than the United States price. 

Mr. PassmMan. The indications are that we are losing much of our 
export market for cotton ? 

General Epcerton. We would be losing more of it, yes, if it were 
not for these loans. 

Mr. Passman. In other words, these American loans are making it 
possible to export some of the cotton ? 

General Epgerton. I do not mean to say that we of necessity, fi- 
nance all of the cotton that is exported, but if this condition persists 
very long I suppose we will not be able to sell on the world market, 
with the price as low as it is. Mak 

That is obvious. ‘The price, I suppose, would have to drop, becatise 
the prosperity of cotton producers depends upon the export of a part 
of the crop. 

Mr. Passman. We are really faced with the fact that without the 
loans countries that have been buying could not purchase American 
cotton 

General Epeerron. I do not think they would have purchased 
American cotton. But with this loan, the money can be spent only for 
the purchase of American cotton, which makes the sales come to this 
country. 

Mr. aaa They would have been able to do so, but in all proba- 
bility they would not have purchased American cotton ? 

General Epcerton. That is right. They have the dollar exchange 
in good quantity now, because of the expenditures of the occupational 
forces there, but the long-term outlook for Japan’s foreign exchange is 
by no means as good as at the present time. Under the present cir- 
cumstances they have a good dollar-exchange position, and can spend 
substantial sums for dollar purchases of anything they like. 

Mr. Passman. That is all, Mr. Chairman. I would like to make 
one observation off the record. 

(Off-record discussion. ) 
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FOREIGN EXPORTS STIMULATED 


Mr. Vursett. Would you say, General, aside from the cotton that 
has been exported, that these loans under the Export-Import Bank 
have greatly stimulated foreign exports to other countries from our 
Nation? 

General Epeerton. I think so very definitely. Many of the loans, 
which we have made, most of the loans that we make of a development 
character, serve productive purposes in the foreign country, and are 
selected on the basis that the project for which the loan is made will be 
able to earn not only dollars to pay back the loan, but earn directly or 
indirectly additional dollars, so that the exchange position of the bor- 
rowing country is improved in the long run by the loan itself. 

Mr. Vorsext. I think that is very important, and I would like to 
join in the remarks of our colleague, Mr. Gary, in saying that I think 
you are doing a very good job, not only in managing the bank, but for 
the economy and stimulation of the countries of the world. 

General Epcerton. Thank you, sir. 


LOANS TO PURCHASE AMERICAN TOBACCO 


Mr. Gary. Is any of this money being used to finance tobacco? 
General Epgerton. Not recently. We have in the past, 2 or 3 years 
ago. 
Mr. Suerwoop. Some 2 years ago credit was extended to West 
Germany of some $10 million for the purchase of American tobacco. 
Mr. Watsu. Total tobacco credits amounted to about $17 million, 


including the credit to Germany and two credits a few years ago to 
Italy and Czechoslovakia. 


Mr. Gary. How about peanuts? 

General Epcerron. I do not think we have ever made any loans on 
peanuts. 

Mr. Canrtetp. Mr. Sieminski. 

Mr. Sreminsxt. First, off the record, Mr. Chairman. 

(Off the record discussion. ) 

Mr. Steminskx. I think what Mr. Gary and Mr. Vursell have said 
generally, probably explains why you are not a controversial agency 
in your relationship to the Congress and the public, which has been 
magnificent. I have never seen any concern in regard to your business 
in this country, as against, say, that of the RFC. 

You doubtless work on a sound profit margin principle. I would 
ask you this question: With your agency’s 20 years of exemplary 
experience, through a most a time in our economy, free of 
inefficient operation, would it be possible for the Congress, stimulat- 
ing the slogan, “More trade”, to use your agency as the vehicle to 
promote the goals hitherto set by point 4 and other like programs? 
Would not your agency be a proper agency for the Congress to help 
push foreign trade on a businesslike basis? 

General Epcerton. Well, sir, I would be very reluctant to have the 
bank undertake an operation which is not essentially of the banking 
kind. I was reluctant to see the insurance program thrown to the 
bank. I think if the bank dips into other fields, it probably would 
lose some of the efficiency that it has been able to attain in the past. 
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I think it is rather desirable for us to stick to the field that we are in, 
and if there are things of a different nature that ought to be done, 
they should be done by somebody else. 


RELATIONSHIP OF EXPORT-IMPORT BANKS AND INTERNATIONAL BANK 


Mr. Steminskt. Would you say there is any conflict in function be- 
tween the Export-Import Bank and the World Bank for Reconstrue- 
tion and Redevelopment ? 

General Epcerton. I do not believe there is; certainly there is no 
need for any conflict. We undertake to maintain appropriate coordi- 
nation with the International Bank, so that we do not consider the same 
loans. Our field is broader than theirs. We would like to stay out 
of the field that they can serve well, because our funds are limited 
hy statute. Theirs, in theory, are unlimited, except by their ability 
to sell securities on the markets of the world. 

Our purpose is to serve the interests of the United States only. 
Theirs is to serve the joint interest of their member nations. The 
differences are clear, and there would seem to be no difficulty in de- 
lineating the fields, particularly if we have good coordination and 
consultation, which we are having. 

Mr. Sreminskt. General, we hear much about the European Pay- 
ments Union, the International Monetary Fund, and other items dis- 
cussed on financial pages of the New York Times and elsewhere, like 
BIS, or IBS—International Banking System ? 

Mr. Jones. BIS—Bank of International Settlement. 

Mr. Sreminskr. Yes, BIS. 

Mr. Jones. Yes. 

Mr. Steminski. Now, in due respect to the BIS, regardless of 
whether it seeks to knock out the International Monetary Fund or 
not, can’t other governments have similar export-import banks? 
Wouldn’t this tend to simplify these international alphabetical set- 
ups? You have the confidence of our Congress and of our people and 
of other governments because you’ve acted, as the record no doubt 
shows, with an even-handed interest for all concerned. Firebrands 
bait people that wars are fought to protect private investments, that. 
money lenders, the bankers, and international financiers start wars, 
grind the people down, cause depressions through high interest and 
unconscionable profits, leaving debt-ridden citizens and governments. 
With individual export-import banks like ours, operating in each 
country, backed by the confidence of its people, as is ours, don’t you 
think we come a long way in deflecting such charges against finance 
and financiers, whipping boys in depressions and in wars? The bene- 
fits of the Export-Import Bank to our economy are quite clear. Why 
can’t we promote a campaign to have the governments of the free 
world set up similar export-import bank systems or firms so that the 
“bloody shirt” of going to war for financiers will never again wave 
or be raised? Boiled down, in simple language, Is there anything 
standing in the way of the free countries of the world setting up an 
export-import bank like ours? 

, General Epcerton. Well, sir, I will have to reply that I do not 
now. 

Mr. StamsBavueH. Would you care for me to comment on that? 

General Epcrerton. I would like it very much if you would. 
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Mr. Srampaven. I think the first answer is that many countries do 
have similar entities to assist in financing their foreign trade. For 
instance, Great Britain and Canada, and they take the form of export 
credit insurance. In other words, they do approximately the same 
thing that we do, on a less selective basis, but it is in the form of credit 
insurance, 

I think that is the limit of my personal knowledge in regard to their 
facilities, but I do understand that quite a number of other countries 
do have some form of financing their foreign trade. And I make 
that statement based upon the fact that I just recently returned from 
a trip to South America with the Senate Banking and Currency Com- 
mittee and that was the story that we heard continually from repre- 
sentatives of American firms down there; that they are faced con- 
tinually with competition from suppliers of other countries. 

’ Mr. Surerwoop. And I think it might be added that Japan has set 
up an Export-Import Bank on a basis which is modeled very much 
after ours. 

Mr. Sremrinski1. I think it a compliment to American fiscal policy 
that model systems are shaping up and that slogans like “Free World 
Democracy” and others are actually getting down to concrete man- 
agement and procedures directed to benefit a broad base of the people. 

(Off-record. discussion. ) 

Mr. Jones. I may make one remark about what you have said, off 
the record. I think your question has reference to matters involved 
in export credit insurance programs in various foreign countries. 
They have a different situation than we do, in that the programs are 
less selective than ours. This is — due to their need to import 
goods from countries to which they are selling. Great Britain, for 
instance, must import large quantities of goods. In this way foreign 
countries earn pound sterling with which they can ad loans. 

_The United States as a creditor country is in a different situation. 
We feel that if we were to enter into a nonselective program of 
financing we would be a party to creating unwieldy debts on the part 
of the various foreign countries to the United States. 

Mr. Sieminskt. Does the sheet which I just saw listing your loans 
by continents, show any loans for Africa ? 

. General Engerron. Oh, yes. 

Mr. Steminskt. It showed Europe, Asia, and South America. 

General Epgrrron. Yes, Africa; we have substantial loans for 
Africa, We have very substantial loans in Africa. 


ACCESS TO EXPORT-IMPORT BANK 


» Mr. Sreminsxt. Are there any powers behind the scenes in the opera- 
ation of the Export-Import Bank that make it difficult for the legit- 
imate petitioner to obtain loans? In other words, does one have to 
belong'to some investment clique, somewhere, to get in the front door, 
or can he come jn, alone, hat in hand, with merit on his side, and obtain 
a loan from the Export-Import Bank? 

_ General Epgerron, Oh, yes, we have no such restrictions. We pre- 
fer to deal directly and have dealt directly with the borrowers, and 
we frequently take the opportunity to advise prospective borrowers on 
inquiries, that they'do not need a lawyer or an agent of any kind; all 
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that we want are the facts, and that the application be in sufficient de- 
tail to permit the formulation of the necessary judgments by the Bank. 

It would not be surprising if there were some people who thought 
that they should have such a connection, that they might receive more 
favorable action if they had approached us through some other chan- 
nels, but I can assure the committee that any such conviction is en- 
tirely erroneous. We prefer to deal as directly as possible with the 
borrower himself. 

Mr. Streminskt. In other words, Abe Lincoln is still correct in his 
statement that this is and should continue to remain a Jand of oppor- 
tunity, not only for the individual but for his enterprise as it might ap- 
ply in international finance here in the United States; if someone 
comes in with merit on his side, no matter if he comes from the Middle 
West, North, South, East, or West or from a small town, anywhere he 
can get a loan through the Export-Import Bank without having 
to show his magna cum contact card, or drop names like a tobacco 
autioneer. 

(Off record discussion. ) 

Mr. Canrietp. Without objection, we will meet tomorrow morning 
at 9:30a.m. 


Fripay, JANuArY 8, 1954. 


BIOGRAPHICAL SKETCH OF OFFICERS OF BANK 


Mr. Canrievp, The meeting will now come to order. 
General, on behalf of the committee, 1 would like to ask you to 


insert in the record at this point a brief biographical sketch of the 
officers of the bank, if you will be good enough to do that. 
General Epcrrron. Yes, sir. 
(The information requested follows :) 


BiograPiy oF Mas. GEN. GLEN E. EpGerton, UNtrep STATES ARMY, RETIRED, 
MANAGING DirEcTOR OF ExporT-IMPORT BANK OF WASHINGTON 


Glen E, Edgerton was born April 17, 1887, in Parkersville, Kans. His early 
education was in the public schools of Council Grove, Kans., and iater at Kansas 
State College from which he graduated with the degree of bachelor of science 
in mechanical engineering in 1904. In 1916 he was awarded the postgraduate 
degree of civil engineer, and in 1944 the honorary degree of doctor of engineering. 

Appointed to the United States Military Academy in 1904, he graduated in 
1908 and was commissioned second lieutenant, Corps of Engineers, United States 
Army. He served continuously in the Army until his retirement from active 
duty on April 30, 1949. He was promoted successively through the grades from 
second lieutenant to major general, March 9, 1942. 

His service record includes: Assistant engineer, Isthmian Canal Commission, 
Panama, 1908-09; chief engineer, Alaska Road Commission, 1911-15; duty with 
2d Engineers in Texas, and on the Mexican Punitive Expedition, 1915-17; with 
the 5th Engineers, and as commanding officer, 214th Engineers, and division 
engineer, 14th Division, in World War I; district engineer, Jacksonville, Fla., 
1919: Assistant to the Chief of Engineers, 1920-21; Director of Sales, War 
Department, 1921-23; chief engineer, Federal Power Commission, 1924-29; 
assistant professor of civil and military engineering, United States Military 
Academy, 1929-30; district engineer, Rock Island, IIL, 1930-33; Assistant to 
the Chief of Engineers in charge of river and harbor improvement, 1933-36; 
engineer of maintenance, the Panama Canal, 1986-40; Governor of the Panama 
Canal, 1940-44: Director of the International Division and Director of Materiel, 
ASF, War Department, 1944-45; Associate Administrator, War Assets Admin- 
istration, 1946; Director, China Office of UNRRA, Shanghai, China, 1946—47; 
president, Beach Erosion Board, Corps of Engineers, 1948-49. 
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Following his retirement from active military duty, he was engaged as engi- 
neering consultant to the International Bank for Reconstruction and Develop- 
ment, May to July 1949, on proposed flood control, hydroelectric, and irrigation 
developments on the Tigris and Euphrates Rivers in Iraq. Executive Director 
of the Commission on Renovation of the Executive Mansion, 1949-52. Consulting 
engineer, November 1952 to April 1953. Following nomination by President 
Eisenhower, named Chairman of the Board of Directors and President, Export- 
Import Bank of Washington; took oath of office April 7, 1953. Title changed 
to Managing Director on August 5, 1953, pursuant to the President’s Reorganiza- 
tion Plan No. 5 of 1953. 


Lynn U. STAMBAUGH, DEPUTY DrRECTOR OF ExPortT-IMPOoRT BANK OF WASHINGTON 


Lynn U. Stambaugh was born in Abilene, Kans., July 4, 1890; has lived in 
Fargo, N. Dak., since 1898; attended public schools, Fargo College, and the Uni- 
versity of North Dakota; graduated from the University of North Dakota in 
1913 with degree of bachelor of laws, and was admitted to North Dakota bar 
the same year. Served as deputy clerk of the district court in Fargo, N. Dak., 
1913-15. Practiced law at Hazen, N. Dak., 1915-17. Served with the Field Artil- 
lery in World War I 1917-19. Returned to Fargo in 1919. From 1919 to 1945 
practiced law in Fargo, N. Dak., as a member of the firm Cupler, Stambaugh & 
Tenneson, engaged in general civil practice. In 1941 and 1942 served as national 
commander of the American Legion. Mr. Stambaugh is a Republican, Epis- 
copalian, and Mason. Fraternities: Order of the Coif, Sigma Chi, Phi Delta 
Phi. He is a member of the American Bar Association, North Dakota Bar 
Association, and the District of Columbia Bar Association. He was appointed 
by President Truman as a member of the Board of Directors of the Export- 
Import Bank of Washington on December 15, 1945. He was reappointed and 
confirmed as a member of the Board for an additional 5-year term in July 1950. 
In May 1953 he was designated Vice Chairman of the Board of Directors. 
Under the President’s reorganization of the bank in 1958 the Board of Directors 
was abolished and he was appointed by the President and confirmed by the 
Senate us Deputy Director of the Export-Import Bank on August 5, 1953. 


HAWTHORNE AREY, ASSISTANT DrRECTOR OF Export-IMPOoRT BANK OF WASHINGTON 


Born in Omaha, Nebr., October 31, 1905; attended Grinnel College, 1924-26; 
University of Nebraska, 1926-27; bachelor of laws cum laude Creighton Uni- 
versity 1930. Married Ruth Gordon August 21, 1929; has 1 daughter and 1 son. 

Mr. Arey was engaged in the general practice of law in Omaha from 1930 
to November 1933. From 1933 to December 1934 he was on the legal staff of 
the Reconstruction Finance Corporation. From December 1934 to July 1938 
he was a member of the legal staff of Home Owners’ Loan Corporation regional 
office in Omaha, and subsequently the Washington office. He joined the staff 
of the Export-Import Bank of Washington in July 19388 as secretary and counsel. 
In 1943 he was promoted to the position of Vice President and also Assistant Gen- 
eral Counsel, in which capacity he served until 1945. He was also a member of 
the Board of Trustees of the Export-Import Bank of Washington from 1943 to 1945 
and Vice President and General Counsel from 1945 to November 1947. From 
November 1947 to April 1949 he served as Executive Vice President of the Export- 
Import Bank. He was nominated by the President of the United States and 
confirmed by the Senate in April 1949 to be a member of the Board of Directors 
of the bank to fill an unexpired term. He was nominated and confirmed as a 
member of the Board for an additional 5-year term in July 1950. He was 
Vice Chairman of the Board of Directors from 1949-53. Following abolish- 
ment of the Board of Directors under the Presidential reorganization plan was 
appointed to the position of Assistant Director. 

Mr. Arey also served as a technical adviser to the United States delegation, 
United Nations Monetary and Financial Conference, Bretton Woods, N. H., in 
1944. 

He is a member of the Nebraska State Bar Association and the University 
Club in Washington, D. C. He is a Presbyterian and presently lives at 4224 
Franklin Street, Kensington, Md. 


SipNEY SHERWOOD, SECRETARY OF Export-IMport BANK OF WASHINGTON 


Born: May 10, 1901. 


Princeton University, graduated 1923, bachelor or arts degree. Majored 
in history, politics, and economics. 
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1923-26: Credit investigation at Bankers Trust Co., 14 Wall Street. 
1926-32: Mining and milling operations, Phelps Dodge Corp., Bisbee, Ariz. 
1933-34: Manager in charge of lending operations, regional office in Crop 
Loan Division, Farm Credit Administration, for 19 Eastern States, Washington, 
D.C. Transferred to Treasury Department. 

1935-40: Treasury Department, district supervisor, Alcohol Tax Unit, and 
coordinator, Treasury enforcement agencies throughout New England including 
Secret Service, Narcotics, Customs, Alcohol Tax, Intelligence, and Coast Guard. 

1940-42: Assistant secretary, Advisory Commission to Council of National 
Defense and Liaison Officer for Office of Emergency Management. 

1942-483: Executive assistant, War Production Board and Combined Produc- 
tion and Resources Board (United States, Britain, and Canada). 

1943-45: Consultant on Foreign Requirements, Office of War Mobilization and 
executive assistant, Foreign Economic Administration. 

1946 to present: Secretary of Export-Import Bank and assistant to the Chair- 
man who now is Managing Director following the President’s reorganization. 
In addition serves as budget officer and public relations officer and has general 
supervision of the Administration Division of the bank. 


OFFICIAL FOREIGN TRAVEL 


1946: Member of Export-Import Bank mission to Brazil. 
1949: Chief of Export-Import Bank mission to Israel; economic and financial 
survey of the country. 

1949: Financial consultant (on loan from Export-Import Bank) to United 
Nations Economic Survey Mission to the Middle East (the Arab countries and 
Israel). 

1951: Accompanied Banking and Currency Committee on inspection tour of 
Export-Import Bank lending activities in the countries of Western Europe, Tur- 
key, Greece, and Israel. 

1952: Chief of Export-Import Bank mission to Afghanistan and Saudi Arabia; 
surveyed economic and financial situation in relation to projects financed by 


Export-Import Bank. 


W. D. WuitremMore, VicE PRESIDENT AND TREASURER OF Export-IMPorT BANK 
OF WASHINGTON 


Lineage: Old New England stock of many generations’ standing on both sides 
of the family. 

Education: Grade schools; high school at Central Falls, R. I.; Dartmouth 
College, bachelor of arts; Phi Beta Kappa; Amos Tuck School of Business 
Administration (affiliated with Dartmouth), master of commercial science. 

Experience: Seven months, clerk in training for foreign service with Inter- 
national Banking Corp.; 5 years as subaccountant with IBC, Shanghai, China; 
1 year as accountant, IBC, Yokohama, Japan; 1% years as manager, Foreign 
Exchange Department, IBC, San Francisco, Calif.; 2 years as submanager, IBC, 
Manila, Philippine Islands ; 4 years as agent, IBC, San Francisco, Calif. ; 7 years 
as branch manager, IBC and the National City Bank of New York, Yokohama, 
Japan, Manila, Philippine Islands, Kobe and Tokyo, Japan; 3 years as agent, 
IBC, San Francisco, Calif.; 4 years in head office of the National City Bank of 
New York, 55 Wall Street, most of the time with rank of assistant cashier; 
4 years as manager of Dairen Branch of the National City Bank. 

Fifteen and one-half years with Export-Import Bank as vice president, of 
which 4 years (1942-45) a member of the former Board of Trustees, and since 
March 1946 with the dual assignment as treasurer. 


WILson L. TOWNSEND, GENERAL COUNSEL, Export-Import BANK OF WASHINGTON 


Born Washington, D. C., October 19, 1890. Family moved to Kensington, Md., 
in 1894. Resided continuously, except for absence on military service, in Ken- 
sington, Md., since that time. Present residence address 10313 Faweett Street, 
Kensington, Md. 

Attended public school in Montgomery County, Md., and Central High School, 
Washington, D. C. Graduated from George Washington University School of 
Law 1913 with degree of LL. B. Admitted to the District of Columbia bar, 
Maryland bar and bar of the Supreme Court of the United States. 

Engaged in the general practice of law in the District of Columbia and Mary- 
land from 1916 until entering military service in 1940, during which time served 
a short term as Deputy Register of Wills, District of Columbia, in 1919, was 
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Special Assistant to the Attorney General establishing title of United States in 
waterfront land in the District of Columbia, 1932-83, and corporation counsel, 
town of Kensington, 1919-40. Appointed Counsel of Export-Import Bank of 
Washington in May 1946, Assistant General Counsel February 1948, and General 
Counsel April 1949. In July 1952 received an interim appointment to the Board 
of Directors of the bank to fill, for the unexpired term, the vacancy created by 
the resignation of Mr. Clarence E. Gauss, in which capacity he served until his 
services were terminated on April 7, 1953, upon the taking of office of Gen. Glen 
BE. Edgerton, who was appointed by the President as member of the Board of 
Directors of the bank for the remainder of the unexpired term of Mr. Gauss. 
Reappointed General Counsel of the Export-Import Bank on April 7, 1953. 

Since 1938, Director and member finance committee, Equitable Co-operative 
Building Association, Washington, D. C., and since 1930, director, Montgomery 
Mutual Building Association, Kensington, Md. 

Attended Officers Training Camp, Fort Myer, Va., May to August 1917, and 
was commissioned second lieutenant, Infantry. Served at various posts in the 
United States and released from active duty as captain, Infantry, in 1919. 
Commissioned captain Military Intelligence Reserve 1924. Entered on active 
duty as major, December 1940, in the Military Intelligence Division, War Depart- 
ment General Staff, assigned to Latin American Branch. Promoted to lieutenant 
colonel February 1942 and to colonel in June 1943, Appointed Chief, Latin 
American Branch February 1948, continued as Chief, Latin American Branch 
and Western Hemisphere specialist in the Military Intelligence Division, War 
Department General Staff until March 1946 when released from active duty. 
Awarded Legion of Merit in November 1945, 

Member of American Bar Association, District of Columbia Bar Association, 
Maryland Bar Association, and Federal Bar Association. Charter member 
Kensington Post, American Legion; member Kappa Alpha Fraternity, Kensing- 
ton Masonic Lodge, Reserve Officers Association, Presbyterian Church. 

After some 10 years as a precinct committeeman, served as member and 
treasurer of Republican State Central Committee for Montgomery County 
approximately 10 years, 1925-85. Republican candidate for judge of the Circuit 
Court, Sixth Judicial District of Maryland in 1988. 


PRESS RELEASE OF JANUARY 7, 1954 


Mr. Canrretp. I have in my hand a copy of a press release that 
was issued by the bank under date of January 7, 1954. Will you also 
be good enough to see that a copy of that is inserted in the record at 
this point? 

General Encerton. Yes. I would like to add that that revises some 
of the figures in the statement that I have made orally, and brings them 
up to date, and represents a little later figures for the same items. 

(The press release referred to follows :) 


Export-Import BANK OF WASHINGTON 


JANUARY 7, 1954. 
Press release. 


For release a. m. papers, January 8, 1954. 


During the 6 months ended December 31, 1953, the Export-Import Bank of 
Washington made new loan commitments in the amount of $172 million for the 
purpose of promoting the foreign trade of the United States and, in addition, 
allocated $12.5 million under credits previously authorized. For the entire 
ealendar year 1953 the bank’s new credit commitments amounted to $559 
million. 

In this same 6 months period the bank disbursed $424.3 million under loan 
authorizations. Disbursements for the calendar year 1953 totaled $647 million, 
during which time collection of principal payments on all loans totaled $305 
million. 

For the calendar year the total revenue of the bank from interest on loans 
amounted to $80 million and expenses amounted to $26.2 million of which 
$25.2 million was paid as interest on funds borrowed from the United States 
Treasury and $1 million paid out for operating expenses. Deductions of these 
expenses from gress revenue left net earnings for the calendar year of $53.8 
million and for the final 6 months of $27.9 million. 
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In June the Directors approved the payment of a $22.5 million dividend to the 
Treasury of the United States representing 2% percent on the $1 billion of 
capital stock of the bank, all of which is held by the Treasury. This dividend 
was paid out of the net earnings during the fiscal year ending June 30, 1953. 
The bank’s undivided profits for the 6 months ended December 31, 1953, together 
with the accumulated reserve for possible contingencies, aggregate $323.6 
million. 

The credits authorized during the 6 months ended December 31, 1953, increased 
the total of credits authorized by the bank from the time of its establishment 
in February 1934 to $6.5 billion. As of December 31, 1953, the total amount 
disbursed under such authorizations was $4.5 billion. Of this amount $1.7 billion 
has been repaid. : 

Loans outstanding on Deecmber 31, 1953, amounted to $2.8 billion and the 
unutilized portion of established active credits was $519.1 million. The uncom- 
mitted lending authority of the bank stood at $1.1 billion at the year end. 

In addition to its operations with its own funds, the Export-Import Bank as 
agent for the Foreign Operations Administration paid $34.3 million to the United 
States Treasury during the current calendar year from collections made under 
provisions of the Economic Cooperation Act of 1948, as amended, relating to 
approximately $1.5 billion in loans to 17 countries. 

Reorganization Plan No. 5 to Congress, transmitted by the President on 
April 30, 1953, went into effect on August 5, 1953, when Maj. Gen. Glen E. Edger- 
ton took office as Managing Director and assumed the functions formerly per- 
formed by the five-man Board of Directors. The Managing Director is assisted 
by a Deputy Director, Mr. Lynn U. Stambaugh, and an Assistant Director, Mr. 
Hawthorne Arey. 


COMPARISON OF BUDGET FOR 1953, 1954, AND 1955 


Mr. CanFretp. With reference to the matter of specific request, it is 
our understanding in general, that your overall requests are not for 
an appropriation, but rather a request for authorization to use a por- 
tion of the receipts for the bank for administrative expenses. 

General Eperrton. Yes, a very small portion. 

Mr. CanrFieLD. We will insert in the record at this point page 7 of 
the justifications, showing in table form a comparison of the budget 
for administrative expenses for fiscal years 1953, 1954, and 1955. 

(The table referred to follows :) 


Comparison of budget for administrative expenses 


+ 


: | Increaser 
Actual, fiscal | Estimated, fis- | Estimated, fis- | 
Objects year 1953 cal year 1954 | cal year 1955 | () tbs 
$905, $916, 350 $884, 000 —32, 350 
Transportation of 627 1, 000 
Communication services - 10, 575 13, 400 13, 500 +100 
Rents and utility service _- 70, 478 103, 600 103, 600 : 
Printing and reproduction _- = 6, 916 5, 500 5, 600 +100 
Other contractual services... ._.........___- 13, 809 28, 400 13, 100 —15, 300 
Supplies and materials. -_._...............-- 10, 750 8; 500 7, 300 —1, 200 
Taxes and assessments... 303 350 400 +§0 
1, 067, 084 1, 131, 200 1,075,500 |  —55, 700 
Deduct 305 200 500 —9, 700 
1, 044, 779 1, 116, 000 1, 070, 000 —46, 0b0 
1, 044, 025 1, 116, 000 | 1,070,000 | ,. —46, 000 
Loans outstanding - ‘ $2, 552, 900, 000 | $2, 768, 70,00 | $2,741, 300,00 = 
Percent of administrative expenses to loans. 0.04 0.04 | 
$75, 800, 000 $84, 900, 000 | $85, 700, 000 
Percent of administrative expenses to gross 
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JUSTIFICATION DATA 


Mr. CanFietp. We will also insert pages 8 through 14 of the justi- 
fications. 


(The matter referred to follows:) 


Export-Import BANK OF WASHINGTON 


ADMINISTRATIVE EXPENSES 
General 

Out of funds available to the bank there is required to take care of administra- 
tive expenses for the fiscal year 1955 the amount of $1,070,000. The composition 
of this figure by objects of expenditure is reflected on the opposite page. The 
total expense represents only 14 percent of estimated gross profits for the fiscal 
year. 

As set forth in the first section of this presentation, there is a continuing 
increase in the workload of the bank which develops from several causes. As 
new credits are established in the regular course of the bank’s business, they of 
course represent additions to the existing portfolio and to the workload of loan 
administration in all its aspects. In the past couple of years a new factor has 
entered the workload picture, namely, the responsibility for financing the pro- 
duction abroad of strategic materials which are critically necessary to the 
defense program. Added to these developments is the fact that the geographic 
scope of the bank’s activities has been constantly broadening. The bank now 
finds itself actively concerned in 48 countries in Latin America, Western Europe, 
the Middle East, Africa, the Far East, and the southwest Pacific. Then there is 
the further development wherein the program of war risk and expropriation 
insurance on United States goods abroad was added to the bank’s functions by 
Public Law 30 of the 83d Congress. 

A workload that never reflects itself in statements of loans outstanding is 
that represented by loans which are not made, that is, the cases of disapproved 
applications. In these situations at least as much time of staff members is 
spent in the exhaustive study of the projects involved as in the cases where 
applications are approved. 

In the management of the funds entrusted to it the bank deems it essential 
to provide sufficient administrative controls to assure the best use of such 
funds and to minimize risks of nonpayment of principal and interest. The bank 
nevertheless continually endeavors to function with all possible economy without 
sacrifice to efficiency and effectiveness. The need for maintaining the highest 
degree of care in making and administering loans cannot be overemphasized 
when considered in the light of contemplated lending transactions during the 
fiscal year 1955, estimates for which indicate disbursements and collections of 
approximately $873 million and loan commitments of nearly $314 billion on the 
books of the bank on June 30, 1955. 


Personal services 


The amount of $884,000 is required to cover items of salaries and wages and 
earned accruals for annual leave, representing a lower cost than for the current 
fiscal year. The following table represents the principal categories of positions 
contemplated for the fiscal year 1955 and provides a thumbnail sketch of the 
composition of the bank: 


Managing Director, Deputy Director, and Assistant Director 
Administrative and fiseal technicians 


Clerks, stenographers, et al 


Total 


| 
7 
9 
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Travel 

Travel is a particularly important item in the budget by virtue of the fact 
that the bank does not maintain any field offices and, as the portfolio of the 
bank enlarges, its area of operations grows wider geographically. In the con- 
sideration of potential credits and the administration of actual loans, travel 
must be performed to protect the bank's interest and to minimize developments 
which might result in defaults. The travel consists of surveys and project 
inspections abroad related to specific loans and loan applications, and the scope 
is worldwide. On the domestic site it includes trips for the purpose of confer- 
ring with private bankers, exporters, and importers, and United States suppliers 
and engineering firms. It will be noted that the amount required to cover travel 
expenses for the fiscal year 1955 is $47,000. This amount is distributed as 
follows: 


Number of | 
man-trips 


Other foreign 


Transportation of things 

This object includes the cost of transportation of household goods when 
employee appointments are made by transfers to Washington from field offices 
of other agencies. Occasionally there are shipments of documents, models, 
ete., between the borrowers and the bank, which this object also covers. It takes 
care as well of charges for the moving of equipment within the bank. It is 
expected that the nominal sum of $1,000 will be adequate to cover expenses of 
this nature in the fiscal year 1955. ‘ 


Communications services 

Only the most ordinary types of communication are used by the bank—tele- 
phone, telegraph, and cable, and the mails. The cost of these services is reflected 
individually as follows: 


Telephone 
Telegraph and cable 
Postage 


Rents and utilities services 


This item represents the rent that the bank, as a Government corporation, 
pays to the General Services Administration for its office and storage space 
in the Government-owned Lafayette Building. It is to be noted that the rental 
cost includes all charges incident to housing, such as light, heat, power, water, 
and maintenance, as well as the salaries of elevator operators, guards, and char 
forces. The rise in cost, which developed in fiscal year 1954, was due to a 
marked increase in rent that GSA was required to institute. 


Printing and reproduction 

Funds required under this object are normally to cover the expenses of three 
class of items: (1) duplicating (multilithing and photostatine), (2) the semi- 
annual reports to Congress, and (3) stationery, accounting forms, and the like. 

The estimate here is nearly 20 percent below the actual ecst for fiseal year 
1953. This represents a savings it was possible to accomplish by introducing 
offset printing of the financial tables in the semiannual report to Congress in 
lieu of typesetting as heretofore. 


Other contractual services 


This object normally includes the cost of maintaining the staff car, repairs 
and alterations to the bank’s quarters, personnel investigative services, trans- 
lating services, and health services. The usual expenses under this object run 


Are 

70 | 47, 000 
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between $13,000 and $14,000. The abnormal rise in the current year is due 
‘to the large number of personnel investigations required under the new security 
regulations and to the need for obtaining special art and graphic services for 
presentation to the Senate Banking and Currency Committee in connection with 
its study of the bank. 


‘Supplies and materials 


Under this object it is expected that a lower rate of usage can be effected to 
enable the savings indicated. 


Tares and assessments 

' The total amount under this object, $400, is estimated as the requirement for 
deposits under the Federal Insurance Contributions Act covering the employ- 
ment of nonstatus personnel, that is, those newly appointed to Government 
service since September 1950 who are not eligible for retirement benefits. 
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LOAN APPLICATIONS 


Mr. Canrretp. General, how many loan applications has the bank 
received in the past year, say, during the calendar year 1953 ¢ 

General Epcerton. We will supply that information for the record, 
Mr. Chairman. 

Mr. Canrtevp. Also the number for the calendar year 1952. 

General Epcerron. You want it for 1952 and 1953. We will supply 
that. 

Mr. CanrreLp. Can you tell us, General, what percentage of the ap- 
plications eventually are processed into loans; will you be able to give 
us a percentage figure? 

General Eperrron. It will be difficult to give that, Mr. Chairman, 
with much precision, because we do not have application forms. Con- 
sequently, the difference between inquiries which can be disposed of 
immediately and those that eventually become real applications are 
not always clearly defined. We consider as applications only those 
communications that give sufficient information to show that the bank 
might be able to act favorably after further study. 

On that basis I would say, certainly a very rough estimate, that 
it would be about 40 percent that receive favorable action. 

Mr. Chairman, it would depend on what you would call an applica- 
tion, but I will check the figure and give you the most accurate state- 
ment I can. 

(The information requested follows :) 


Credit applications ' submitted to Export-Import Bank 


1952-53 com- 
Calendar years | 1952 1953 bined 
30 42 7 


! These totals do not include innumerable inquiries concerning possibility of credit which were obviously 
ineligible for financing with public funds or were never followed up by the applicant. 


OVERDUE LOANS 


Mr. CanrieLp. Do you have many loans on which payments are not 
kept current within the terms of the loan ? 

General Epverrron. Oh, very few. We seldom have a loan in which 
oe ge is delayed even as much as 1 day. We do have a few drop 

ehind for some reason or another, but they ordinarily pay up 
promptly. 

Mr. Canriecp. What procedures are followed in making collections 
on overdue loans ? 

General Engerton. Well, we really have only one that I could think 
of that caused any difficulty in the last year, and that is a loan in a 
foreign country, a small loan, in which we have sent letters to the 
borrower insisting that he make some kind of a settlement. 

The loan is too small to warrant our undertaking suit in the courts 
of the country. We now have under negotiation an arrangement with 
him on the basis of a payment of the principal; and the interest that 
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has been paid to date, and no further payment of the interest. It is 
too early to say whether it will be consummated satisfactorily or not. 
Actually the number of loans that even get behind is so small that we 
do not have a set procedure established for collecting them. 


EMPLOYEES IN SUPERGRADES 


Mr. CanrreLp. What employees do you have in the so-called super- 
grades of GSA 16, 17, or 184 

General Epcerron. The Assistant Director is in GS-18; the Vice 
President is in 17; the General Counsel, the Chief of the Economics 
Division, and the Vice President and Treasurer are in 16. 


DECREASE IN POSITIONS 


Mr. Canriexp. It is noted that the number of positions indicated 
is 159. Is this an increase or a decrease over the current fiscal year? 
General Epcrrron. It is a decrease of two in the authorized posi- 


tions. 


FUNDS FOR PERSONAL SERVICES 


Mr. CanrreLp. How much of the funds provided for personal serv- 
ices for the current fiscal year will be required ¢ 

Mr. SHerwoop, Mr. Chairman, $916,350 for the current fiscal year 
is the amount budgeted. 

Mr. Vurseitt. How much was that figure ? 

Mr. Suerwoop. $916,350. The extent to which it will be utilized 
will depend on our ability to find qualified personnel to fill existing 
vacancies. 

Mr. Canrtevp. You have previously discussed the additional respon- 
sibilities that are being placed on the bank, and you think, cherelans, 
that it will be difficult to operate on the reduced funds ¢ 

General Eveerton. Yes. I think we will have to forego some things 
that would be desirable, very desirable in our opinion, but of course 
we will not fail to do everything that is absolutely necessary. If faced 
with that, we would have to ask for some supplementary action to 
increase the administrative budget. 


TRAVEL 


Mr. Canrietp. Since the bank maintains no field offices and covers 
such a wide territory, having interests in 48 countries, will the request 
for $47,000 for travel permit adequate travel to supervise the many 
projects in which the bank has interest ? 

General Enerrron. I do not think it is enough, but there is a close 
relationship between the personnel available and the travel funds 
that we can spend. We have now a substantial number of vacancies, 
and we are unable to provide personnel immediately. With a reduc- 
tion in the personnel there is a corresponding reduction in the amount 
of travel. 

I think that the travel allowance is certainly too small for the travel 
that will be justified and well warranted. I believe that we can live 
within the amount fixed, certainly without facing any catastrophe. 
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It is a matter of having to live within the administrative budget, and 
we have to cut our cloth to meet the pattern. 

Mr. Canrievp. General, did you ask the Bureau of the Budget for 
more travel funds? 

General Epgerron. We asked for more funds, $40,000 more, a part 
of which was for travel, and a part of which was for personnel. We 
modified those figures to fit the budget allocation. 


ASSISTANCE FROM OTHER GOVERNMENT AGENCIES 


Mr. Canrietp. How much assistance does the bank get from other 
Government agencies in foreign fields, such as the State Department 
and the Treasury Department ? 

General Eperrton. The State Department and the Technical Coop- 
eration Administration have been very helpful in many countries; the 
State Department in all countries. They furnish us with a great deal 
of information collected by their embassies and staff incident to their 
other business, and they do a great deal of work for us directly in 
the matter of the governmental authorities with whom we have to 
deal, like the presentation of facts that ought to be considered and 
suggestions as to eperenay: that ought to be followed. 

The Bureau of Public Roads has given us assistance in several 
countries in which we have road projects. They supervise this work 
for us. 

I think that about covers the foreign field. 

Incidentally, of course, we get some assistance from almost every 
department that has agencies abroad. The Foreign Operations Ad- 
ministration is very helpful to us in many countries. Here in Wash- 


ington, of course, we also get a great deal of assistance from other 
departments, largely on a transfer of funds basis. Because our organi- 
zation is rather small, we do not operate all of the facilities that the 
big departments have. As a matter of economy, our reproduction 
work and work of that kind is done in other departments at our 
expense, 


TRANSPORTATION OF THINGS 


Mr. Canrtetp. It is noted that the estimates for transportation of 
things, communication services, and rents and utility services are ap- 
proximately the same as for the current fiscal year. Are there any 
additional facts you wish to develop with regard to either of these 
accounts? 

General Epverrron. The transfer of things is a rather nominal ac- 
count; it is small] in size, and we really do not have a very good basis 
for making a forecast. We think this is about what is likely to be 
required. It is based on past experience. We will have some ship- 
ments such as may be involved where we have an employment by 
transfer from another department and have to pay the transfer ex- 
pense which may involve shipment of property. 


COMMUNICATION SERVICES 


The communication services figure is a pretty close one. We know 
just about what that costs from year to year. There might be some 
unusual circumstances that make it less or more than the average. 
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RENTS AND UTILITY SERVICES 


Our rents and utility services are fixed by the General Services Ad- 
ministration. The rise in that item you see from 1953 to 1954 is due 
to the rent change they had to make in order to cover expenses. 

Those were the three you asked about. 


SECURITY INVESTIGATION 


Mr. Canrtevp. General, have the security personnel investigations, 
started during the current fiscal year, been completed ¢ 
General Epeerton. I think they have all been completed. We have 
had 1 or 2 vacancies filled with new employees, and I think those in- 
vestigations have all been completed. 
Mr. Suerwoop. They are all completed. 
General Encerron. We did that as a packaged deal this year. 
Mr. Canrietp. Have you ever had to discharge any employees un- 
der this program ¢ 
General Eveerron. We have not discharged any in my time. 
Mr. Suerwoop. No, Mr. Chairman, we have not. 
General Epcerton. We are pretty careful in making our selections 
for this small organization, and that is one reason why the lapse in 
our personnel is a little greater than we usually estimate for each 
year. When we have a vacancy we do not fill it with a person with 
minimum qualifications. We try to get an employee who is excep- 
tionally suited for the position, and that takes time. 
Mr. Canrieip. No funds are requested for further investigations 
of a security nature for the next year? 
General Epcrrtron. I think what expenditures we will have for 
that purpose will be under other contractual services. It will be 


merely a question of the new personnel that we check up. How much 


does that cost each, Mr. Sherwood ? 

Mr. Suerwoop. The cost is about $230 per person. 

General Epverrton. The Civil Service Commission makes the in- 
vestigation, and we make the contract with them and pay the cost as 


estimated. 


SUPPLIES AND MATERIALS 


Mr. CanrFietp. Does the fact that a lesser amount, $1,200, in the 
item for supplies and materials, indicate that you have a quantity of 
such on hand? 

General Epcrrron. No; just our expectation that we can get along 
with a little less. That is within the top figure. We pared it down 
a little bit, to show the economies necessary to meet the budget 
estimate. 

Mr. Canrietp. What is the nature of these supplies, General ? 

General Encerron. They consist of office supplies. 

Mr. Suerwoop. Stationery and the usual office supplies, small items 
of equipment. 

General Epcerton. Expendable items of equipment. 

Mr. Canrtevp. General, are there any problems, any policies, any 
gage any loans, any difficulties or other things that you would 
like to discuss with the committee at this time, that is, before we close 
the hearings, besides the picture indicated in your testimony up to 


the present ? 
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General Epcerron. I do not think so. Do you think of anything 
else, Mr. Stambaugh ? 

Mr. Stampavau. I do not believe so. 

(Off-record discussion. ) 

Mr. PassMan. General, I would like at this point in the record to 
commend you and the members of your staff for the efficient manner 
in which you operate this Government agency. 

General Eneerron. Thank you, sir. 


PRIVATE LOANS GUARANTEED BY THE BANK 


Mr. PassMAn. Mention was made yesterday, I believe, about private 
lending institutions participating in certain loans that ‘pe are proc- 
essing now. Is that something new in the operation of the Export- 
Import Bank? 

General Epcrrron. No, it is not something new. In the first place, 
I should say, there are two kinds of participation. In the kind we 
were referring to yesterday, the money is furnished by a commercial 
bank as investor with repayments guaranteed by this bank in the event 
of default on the part of the borrower. But there is another kind of 
participation in which we ask the private investor, perhaps the sup- 
plier, perhaps a bank, to take some part of the loan, without recourse 
to this bate The former is what I think we were talking about. 
Even that is not new in the bank. It is being emphasized more this 
year and probably in the future on account of the cash position of 
the Treasury. 

For the last few years we have borrowed from the Treasury all the 
money that we have loaned. Previously we have made loans of that 
other kind, but we will make them more frequently in the future. Not 
every loan, not to establish as a fixed uniform practice, because not all 
loans, especially the small loans, are well adapted to that kind of 
financing. Usually, the large loans, the long-term, and the rather 
long-term, we think can be financed that way through private investors 
like the life-insurance companies. They like to make long-term com- 
mitments in very sound securities at a good rate. 

Mr. Passman. General, so far rd ge loans, guaranteed by the 
Export-Import Bank are concerned, is that something new in the 
operation of the Export-Import Bank ? 

General Epnegerton. No, that is not new, but merely that we have 
not done it in recent years. And we contemplate using it more in the 
future, the near future, than we have in the recent past. 

Mr. Passman. During the past 12 months, what percentage of the 
total ait made by the Export-Import Bank was furnished by private 
capital ? 

Geese Epcerton. Only one, the $60 million Japanese cotton loan. 
The percentage that is of the total loans made during the last 6 months 
is close to 30 percent; not of the number of loans, but of the total 
amount of the loans. 


SUFFICIENCY OF INTEREST RATE TO COVER COST OF ADMINISTRATION 


Mr. Passman. On a loan made at a 3.5 percent interest rate, does 
the private investor get 3 percent ? 
General Epcrrton. That is right. 
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Mr. Passman. And the Export-Import Bank would get one-half of 
1 percent. 

General Epcrrton. Yes, sir. 

Mr. Passman. Is the one-half of 1 percent sufficient to meet the 
overhead operations of the Export-Import Bank ¢ 

General Epcerton. It is more than sufficient to pay the overhead ; 
much more. It is sufficient, probably sufficient, to cover the risk in 
this case. This short-term loan is to a country with a very good 
dollar position, and you might say there is almost no risk. 

However, the interest rates were fixed, largely by other considera- 
tions. The 3 percent was about the least that we could expect to get 
the private investor, banks, at least to be interested in taking the loan. 
And the 3.5 percent was estimated to be about all we could expect the 
Japanese to pay, the desire being to make gegen under the loan 
attractive, and a higher interest rate would be unfavorable. And 
we did want them to use the entire loan for the purchase of cotton, and 
the higher the interest rate the less attractive becomes the loan to 
the Japanese in comparison with the purchase of cotton from other 
sources. 

Mr. Passman. So that the record will be straight on my position, 
I would like to state that so far as I am personally concerned, I do 
not think that the Government should do anything that private capital 
could do, but I am very happy to see that the Export-Import Bank 
asks that private capital participate in these loans. I think that is in 
the right direction. Off the record, please. 

(Off-record discussion. ) 


QUALIFICATIONS OF PERSON NEL FOR FIELD INVESTIGATIONS 


Mr. James. General, a little while ago you referred to your inability 
to fill certain vacancies, and I think you referred to vacancies in 
connection with travel investigations. What qualifications are called 
for and what is the nature of experience required ¢ 

General Epeerton. They are our regular employees under civil 
service, that are sent out from time to time, to the best advantage of 
the work here in the office as well as in the field; they are economists, 
engineers, bankers, or lawyers. 

Mr. James. Previous experiences in foreign countries in fiscal 
matters is not necessarily involved ? 

General Epcerton. Not necessarily. They are rather specialists in 
Export-Import Bank operations. Take engineers, for instance. We 
do not actually do the engineering; we do not act as consulting engi- 
neers for our clients, but we do have to have appraisals of the value 
of projects, and we need qualified engineers who can tell whether the 
designing work is being done well, whether the construction is being 
done, after the project is under way, in a creditable manner, and who 
can determine whether the results expected are attainable within 
the funds available, so it takes men of rather broad and diversified 
experience, who have a broad grasp of engineering economics and 
engineering practices and a generally wide acquaintance in engineer- 
ing and industrial firms. 

he same is true in considerable measure with regard to the other 
rofessions involved. These men who represent the bank have to 
now what information we want. They have to be able to give 
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answers to questions about banking policy, about banking conditions 
in such-and-such eventualities. They have to be well versed in the 
current business, That is why we do not attempt to send people out 
to foreign stations and leave them there to answer such questions, 
because they can be answered enly by people who are well acquainted 
with the current thinking and practices of the bank. 

Mr. James. You indicated that it was not a young man’s job. Do 
you set any top age limit asa part of the requirements / 

General Epcrrron. No. The positions to which this usually apply 
are such that we fill the vacancies with civil-service employees, top 
people. 

Mr. James. Are all the men that you use in that type of work 
regular employees employed on an annual basis, or do you have people 
who are employed on the basis of per job? 

General Epcrrron. The usual practice is that they are employees 
of our own organization, but we do occasionally use people who are 
specialists, for instance, in particular engineering fields, and occa- 
sionally we have, in carrying on the work, need for outside advice. For 
example in connection with study of the Mexican railways, we sent 
our own railroad men and also a man from a western railroad, a very 
eminent railroad operating man, on a per diem basis. Our men fur- 
nish the banking lonowiediwe: and the knowledge of our needs and 
practices, and the specialist furnishes the long experience in high- 
grade railway work. 

Mr. James. Is any of the difficulty that you have in securing people 
to fill these positions due in great part, we will say, to the amount of 
salaries that you are able to pay ? 

General Eperrron. Yes; I think that is the difficulty. 

Mr. James. In other words, they can make more money elsewhere ? 

General Eperrron. Yes. 

Mr. James. And more than you can afford to pay them. 

General Epcrerron. Yes; that is right. We have lately had some 
audits of the positions, by the Civil Service Commission, which re- 
sulted in 2 or 3 reductions in grade. They found that the classifica- 
tion grades were higher in three cases than they would approve. 

Mr. James. And the salary allowance was reduced ? 

General Epererton. That is right. 

Mr. James. Which makes it even harder to get the type of ability 
that you require? 

General Epcerron. That is correct. One difficulty is in finding peo- 
ple who are qualified. Of course, if we offered high salaries we 
would find them easily, but what we have to do is to find somebody in 
the Government service, or with the classified status within the civil 
service and induce him to come with us. 

Mr. James. Are you permitted to use the kind of talent that some 
agencies or competitive commissions use, that are paid on a per diem 
basis, at a pretty high rate, for special mission work; can you use 
them ? 

General Epgrerron. Yes. 

Mr. James. Do you ever employ them? 

General Encerton. Yes. That was the kind of employment I was 
referring to in connection with railways of Mexico. That man was 
employed at a very modest per diem rate. 
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Mr. Passman. One further question, General: When you are proc- 
essing a loan like the loan to the Mexican railway, where you have to 
use engineers, is that expense borne, or assessed as a part of the interest 
‘ate, or is it a part of the expense of doing business ? 

General Encerton. We do not assess that as a charge against the 
borrower. We consider that a part of the banking expense which we 
cover. Of course, there is a limit to what we are willing to do in that 
connection. One Mexican railroad, at our suggestion, engaged a firm 
of consulting engineers to make a complete survey with recommenda- 
tions and estimates of what to do in the next 5 or 10 years. We have 
no part in paying that expense. But the expense of preparing our 
report, of seeing that designs and plans are well made, and of seeing 
that carried out as expected, we think we should pay. 


ANALYSIS OF BUDGET PROGRAM 


Mr. Canrietp. An analysis of the budget program is furnished on 
pages 18 through 26 of the justifications, and those pages will be 
placed in the record at this point. 

(The statements referred to follow :) 


ANALYSIS OF BUDGET PROGRAM 


General foreign trade credits 


The bank has extended credits in the following categories in fulfillment of its 
basic purpose of facilitating and assisting both the export and import trade of 
the United States: 

(a) Credits for development projects abroad, generally those requiring 
American services and installation of American machinery which contribute to 
the permanency of the foreign trade of the United States by increasing the 
economic stability of the other nations of the free world: 

(b) Credits for the development and expansion of foreign sources of strategic 
and critical materials essential to the defense stockpile and United States in- 
dustry in general; 

(c) Credits for the purchase by other countries of United States staple com- 
modities such as raw cotton; 

(d) Credits authorized in order that a friendly country might receive im- 
mediately dollar proceeds of contracts placed in that country under the mutual 
security program for military supplies and materials to be delivered and paid 
for at later dates ; 

(ec) Credits to assist a foreign country to liquidate its past-due dollar accounts 
in order that its commercial transactions might be placed on a current basis. 

Significant examples of general foreign trade credits authorized during the 
fiscal year 1953 are as follows: 

A credit for the purchase of United States agricultural equipment was author- 
ized in fiscal year 1953 in favor of the National Economic Development Bank 
of Brazil in the amount of $18 million. 

A credit of $17 million was authorized in favor of the Republic of Portugal 
to finance the cost of United States materials and equipment for a new railroad 
in the Province of Mozambique, Portuguese East Africa. 

A credit of $3800 milion to Brazil was authorized to assist that country in 
liquidating its past-due dollar accounts in order that Brazil might place its 
commercial transactions on a current basis. This action was taken in order 
to avoid an interruption in the trade between the United States and Brazil which 
is so important to both countries. 

Short-term commodity credits totaling $52 million to Japan and Spain were 
approved for the export of United States cotton needed for the textile industries 
of both countries. 
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Data on general foreign trade credits 
{In millions} 


1954 
1953 actual estimate 


Credit authorizations in the year: 
General export credits $361. 1 $175.0 
Commodity credits : 52.0 85.0 


413.1 260. 0 


Loans outstanding, June 30: 
General export credits . 1, 183.3 
Commodity credits 136. 1 


1,319.4 


Loan disbursements in the year: 
General export credits q 274.7 
Commodity credits 107.2 


381.9 | 


Total loan principal repayments in the year: 
General export credits 
Commodity eredits 


Total. 


Loan disbursements by commercial] hanks under guaranties: 
General export credits 
Commodity credits 


Loan interest payments in 
General export credits 
Commodity credits 


the year: 


Credits for defense purposes 

Credits for defense purposes are established under the provisions of and 
from funds available to the bank under the Export-Import Bank Act of 1945, as 
amended, when it is determined that the loans applied for can meet the neces- 
sary credit requirements. 

During fiscal year 1953 the bank continued to make loans to develop and ex- 
pand foreign sources of essential materials required for strategic reasons and 
for the use of United States industry. In this category the bank committed an 
additional $57 million to aid in financing the construction of new uranium pro- 
duction plants and related facilities in the Union of South Africa. The bank 
also granted a credit of $19.6 million to the Electricity Supply Commission, an 
agency of the Government of the Union of South Africa, to finance the ex- 
pansion of steam electric power facilities. 

The bank also authorized a credit of $67.5 million to Industria e Comercio de 
Minerios, S. A., to assist in financing the production of manganese ore from 
deposits in the Federal Territory of Amapa in northern Brazil. Funds were 
certified to the bank to the extent of $15 million of this credit by the Defense 
Materials Procurement Agency. 


esti: 

estimate 

$200.0 
85.0 
1, 179.1 
131.6 
| 209. 9 
| 72.0 
103.4 20.8 76.5 
| ne mo 
54.0 72.0 
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Data on credits for defense purposes 
{In millions} 


te mate 


| 

1953 actual —— 1955 esti- 
| | 


Credit authorizations in the year: } 
Production of strategic and critical | 75.0 | 
. 100.0 | 


175.0 


Loans outstanding, June 30: } 
Production of strategic and critical] materials 5 88. 6 


113.6 | 162. 4 


Loan disbursements in the year: 
Production of strategic and critical materials 


Total loan principal repayments in the year: 
Production of strategic and critical materials_. 


Loan disbursements by commercial banks under guaranties: 
Production of strategic and critical materials... 


Loan interest payments in the year: 
Production of strategie and critical materials__- 


Small exporters and importers 


Credit facilities are afforded small United States exporters and importers who 
are unable to secure assistance from commercial banks. Credit utilization for 
this purpose is approximately $100,000 annually. 


Postwar emergency reconstruction and lend-lease termination credits 


These credits to European countries were disbursed during the years imme- 
diately following World War II, and the bank is concerned chiefly with effecting 
collection of principal and interest due. 


Data on reconstruction credits 


[In millions} 


1953 1954 1955 
actual estimate estimate 


Loans outstanding, June 30 
Loan principal repayments in the year 
nterest payments in the year 


Data on lend-lease credits 


{In millions} 


1954 1955 
estimate estimate 


Loans outstanding, June 30 : $485.0 
Loan — repayments in the year c 20.9 
Loan interest payments in the year 1 11.5 


100.0 
119. 4 
43.0 
| 98.0 | 131. 1 | 45.0 
98.2 | 132. 2 | 50.2 
2.4 
| 
$890. 2 $348.3 $804. 9 
55.5 41.9 43.4 
27.0 | 25.6 | 24.2 
1953 
actual 
$463. 2 
21.8 
11.4 
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Lending authority 

Of the $4,500 million of lending authority under the Export-Import Bank Act 
of 1945, as amended, the loans outstanding at the end of the 1955 fiscal year, as 
described above, are estimated at $2,741.83 million and undisbursed commit- 
ments at $652.9 million. A margin of $1,005.8 million of unused and uncom- 
mitted lending authority will remain. 


Insurance operations 

The underwriting of insurance on commodities in storage abroad, pursuant to 
Public Law 30, 838d Congress, is expected to be launched in fiscal year 1954. It is 
estimated that policies in the aggregate amount of $100 million will be issued 
by the bank during fiscal year 1954, and $200 million in 1955, Estimated net 
earnings from premiums received to June 30, 1955 total $164,900, to be held as a 
reserve for insurance policies in force. 


Administrative expense limitation 


The limitation proposed by the bank for fiscal year 1955 is $1,070,000 a redue- 
tion of $46,000 from the limitation authorized for 1954. 


FINANCING OPERATIONS 


Under Export-Import Bank Act 

Outstanding notes as of June 30, 1953, issued by the bank to the United States 
Treasury against the borrowing authority of $3,500 million, totaled $1,227.1 mil- 
lion. Actual borrowings and repayments on notes for the fiscal year 1953 as well 
as estimates for 1954 and 1955 are shown in millions of dollars in the following 
tabulation: 


{In millions] 


1953 actual | 1954 estimate | 1955 estimate 


$408. 2 
269. 2 


$385. 0 
276.1 


Borrowings from Treasury 
Repayments to Treasury 


Net cash withdrawals or deposits (—) 139.0 108. 9 


Deductions: 


Net budgetary expenditure or credit (—) 


Lending financed by Mutual Security and defense funds 

Investment of the United States Government pertaining to lending activities 
of the bank under the Mutual Security Act and the Defense Production Act, not 
shown in the bank’s statement of condition as of June 30, 19538, is represented 
by outstanding balances of notes issued to the United States Treasury and dis- 
bursements made from appropriated funds, as follows: 


Under Mutual Security Act 


Notes issued to U. 8. Treasury 
Appropriated 
funds utilized 


Purpose 


Face amount |Unpaid balance 


.| $1, 122, 300, 000 


Foreign assistance 


Guaranties___. 

Spanish earmark 

Credit to India__. 
Credit to Afghanistan __ _- 


200, 000, 000 
62, 500, 000 
27, 254, 316 

0 


0 


$1, 121, 853, 496 
3, 530, 000 

36, 417, 180 

27, 198, 687 

0 


0 


$181, 608, 259 
0 


0 

162, 402, 104 
1, 302, 774 
15, 000, 000 


1, 412, 054, 316 


1, 188, 999, 363 


360, 313, 137 


—128.4 
| 
ee 21.7 20.8 22.5 
117.3 | 88.1 | —150.9 
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The above notes have been issued by the Director for Mutual Security, and 
formerly by the Administrator for Economic Cooperation. The functions of the 
Director for Mutual Security have been transferred to the Director of the For- 
eign Operations Administration. 


Under Defense Production Act 


Loans for production abroad of essential materials: Notes issued to U. 8S. 
Treasury : 

Face amount $398, 155. 00 

Unpaid balance 368, 441. 42 


These notes were issued by the Export-Import Bank, and are repayable from 
funds collected on the related defense loans. It is anticipated that interest in- 
come on these loans will cover operating expenses and any losses pertaining 
thereto. 


Payments into general fund of United States Treasury 

Payments made by Export-Import Bank into the United States Treasury as 
miscellaneous receipts, consisting of profits from the bank’s regular lending ac- 
tivities and other funds received by the bank, are shown in the following 
schedule : 


Activity 1953 actual | 1954 estimate | 1955 estimate 


Eximbank, regular: 
22, 975, O84 $28, 300, 000 $31, 040, 000 
Dividends on capital stock 20, 000, 000 22, 500, 000 22, 500, 000 
Participation in loan, lend-} 2 > aaeiaianets 1, 120, 208 3, 500, 000 2, 379, 792 

Mutual Security Agency, ECA: 
Interest on obligations. _. ee as ee 19, 287. 427 30, 155, 200 30, 566, 425 
Interest on loans from appropriated funds___......._--._- 1 2, 204, 767 1 4, 618, 400 4. 618, 400 

Defense production: Interest on obligations hae 4,431 85, 000 325, 000 

Federal Republic of Germany: Interest on agreement dated 


114, 158, 600 | 116, 429, 617 


1 Includes $2,909,644 in 1954 and $2,990,356 in 1955 received from India to be held by Treasury for special 
purposes per India Emergency Food Aid Act. 


OPERATING RESULTS AND RETAINED EARNINGS 


Out of the net profit of $51.8 million for the fiscal year ended June 30, 1953, 
the bank declared a dividend of $22.5 million on the capital stock of $1 billion, 
which is held by the United States Treasury. Profits in excess of the dividend 
each year are added to the accumulated retained earnings of the bank, estimated 
to amount of $359.5 million at the end of fiscal year 1955, which will be available 
for Tuture contingencies. 

FINANCIAL CONDITION 


Total assets of the bank, which were $2,438 million at the beginning of fiscal 
year 1953, are estimated at $2,789 million at the end of fiscal year 1955. This is 
largely represented by an increase in the loans carried in the bank’s portfolio. 
The total investment of the United States Government in the bank is estimated 
as of June 30, 1955, at $2,589.6 million, consisting of $1,207.6 million of interest- 
bearing notes, $1 billion of non-interest-bearing capital stock, and $382 million 
of total retained earnings. 

Mr. Mr. Vursell? 

Mr. Vursetu. I do not believe I have any questions, Mr. Chairman. 
I am impressed with the businesslike management that you people are 
giving to this business, and I am also impressed. with the fact that 
you are able to handle all of the difficult questions involved in handling 
this very big lending institution, and I wish you a lot of good luck 
and good business for 1954. 

(Off-record discussion. ) 
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Mr. Sreminskr. Mr. Chairman, may I say, that it gives me great 
pleasure to serve on this committee; the knowledge of banking it has 
given me has sharpened my respect for the banking fraternity, espe- 
cially as it places money within reach and use of our citizens to help 
them realize their expectations. To the extent that they do this, { 
stand up for bankers, just as I did at a Kiwanis luncheon in Jerse 
City recently ; on the shelf, or in a vault, money does not dig a trench 
or build a house; in use in flow, like blood, it energizes our people. 
To the extent that banks like yours do this, is the measure of your 


popular support. Good luck, sir. Keep the dollars spinning, and | 


in flow. 

(Off-record discussion.) 

Mr. Canrietp. General, the committee has a copy of your 16th semi- 
annual report to the Congress for the period January through June 
1953. 

General Eperrron. Yes, sir. 

Mr. Canrtetp. I believe that it contains all the necessary statistical 
information concerning loans that have been granted during the 
period, 

General Epeerron. Not only those that were actually granted dur- 
ing that period, but whether they were granted in this period or not. 


RELATIONSHIP OF EXPORT-IMPORT BANK WITH PRIVATE BANKS 


Mr. Canrtevp. General, what is your general relationship with the 
banking fraternity of the United States, your feelings toward them, 
and their feeling toward you? In other words, is your relationship a 
happy one? 

General Eneerton. Yes, I think it is. I believe our relationship 
could be described generally as cordial. We conduct our banking 
business through the ordinary banking channels. That is of some ad- 
vantage to the banks as a whole. We have received a good many 
expressions of approval of our work from individual banks, and from 
banking associations‘as well. We do not compete with them in any 
manner. If it is possible in any case for the business to be done by a 
commercial bank or by a private investor, we try to find that out, and 
direct the business into those channels. We add to their business 
rather than competing with them or detracting from it. 

I think it is safe to say that we have never heard of any suggestion 
on the part of any bank that we are competing with the bank institu- 
tions. The bankers are businessmen, like any other businessmen of 
the country ; they are here to do banking business, and we are here to do 
business with them, in conformity with the objectives established for 
this bank by the Export-Import Bank Act of 1945, 

Mr. Canrrecp. General, several members of this committee have 
made statements concerning your presentation at this hearing. We 
are all very much pleased with it and we wish you well. 

General Epcerron. Thank you, Mr. Chairman. May I say on be- 
half of the staff of the bank to whom the credit really belongs, that wé 
appreciate the opportunity to come before this committee, and we 
cordially invite the committee, collectively and individually, to visit 
the bank, to see how we look, where we work, and how we do it. The 
personnel of the bank will be pleased and complimented when you 
come. 
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Mr. Canrieip. Thank you very much, General, and may I say that 
the committee looks forward to the privilege of making you a visit. 
General Eperrron. Thank you, sir. 


Fripay, FEsruary 5, 1954. 
RECONSTRUCTION FINANCE CORPORATION 


WITNESSES 


KENTON R. CRAVENS, ADMINISTRATOR 

LAURENCE B. ROBBINS, DEPUTY ADMINISTRATOR 

DOUGLAS S. WILSON, CHIEF, FINANCIAL ANALYSIS AND REPORTS 
DIVISION 

H. T. MASON, BUDGET OFFICER, RECONSTRUCTION FINANCE COR- 
PORATION 

WILLARD L. JOHNSON, BUDGET OFFICER, TREASURY DEPARTMENT 


Amounts available for administrative expense 


} } 
| 1953 actual | 1954 estimate | 1955 estimate 


$12,120,000} $7,050,000} — $3, 630, 000 
—785, 407 35, 000 | 


| 
Administrative expenses under limitation... ___ ----| 11, 334, 593 | 6, 615, 000 | 3, 630, 000 
Administrative expenses not under limitation: | | 


Reimbursements from other accounts... 46, 339 60, 000 
Foreign expense and legal fees fal pbonanaweekin 411, 209 195, 000 135, 000 
Total administrative expenses : ie box 11, 792, 141 6, 870, 000 | 3, 765, 000 


Administrative expenses by programs 


Deseription | 1953 actual | 1954 estimate | 1955 estimate 

val $10, 857, 725 $6, 285, 000 | $3, 500, 000 
2. Liquidation of assets of Smaller War Plants Corporation __- 80, 933 50, 000 | 45, 000 
3. Liquidation of other World War II assets and liabilities. ___| 609, 646 360, 000 | 150, 000 
Total program expenses... | 11, 548, 304 6,695,000 | 3, 695, 000 

4. Distributed to capital accounts._.___..-_._-.-......--...--- | 243, 837 175, 000 | 70, 000 
Total administrative expenses. __-.....-. ~~. | 11, 792, 141 6, 870, 000 3, 765, 000 
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Administrative expenses by objects 


| | 
Object classification | 1953 actual 1954 estimate | 1955 estimate 
| 
Total number of permanent pcsitions._.........-...-.-- 2, 037 1, 304 | 550 
Full-time equivalent of all other } 5.2} 3.5 
Average number of all employees. -_...............-.....--.-- } 1,746 | 991 | 500 
Average salaries and grades: | 
General schedule grades: 
Crafts, protective, and custodial grades: 
Average _.. $2, 965 2, 943 $2, 952 
Average grade. CPC-3.3 | CPC-3.5 CPC-3.0 
Ungraded positions: Average salary $3, 929 | $4, 099 | $4, 099 
01 Personal services: 
Permanent $9, 738, 825 $5, 443, 000 $2, 880, 000 
Regular pay in excess of 52-week base......--.- 34, 339 20, 000 10, 000 
Payments above basic rates___ ae 15, 469 5, 000 5, 000 
Excess of annual leave earned over leave taken... ____- 44, 986 
‘Total personal services........._........__._____. 9,895,801 | 5, 510, 000 | 2, 895, 000 
Deduct portion not subject to limitation........--.. 2. 55, 370 78, 000 29, 000 
Net personal services under limitation __- uta 9, 840, 431 5, 432, 000 | 2, 866, 000 
02 Travel 186, 310 | 180, 000 | 150, 000 
03 ‘Transportation of things | 34, 875 | 50, 000 | 15, 000 
04 Communication services 164, 023 | 122, 000 75, 000 
05 Kents and utility 844, 655 | 513, 000 | 268, 000 
06 Printing and reproduction _- 21,016 | 20, 000 | 15, 000 
07 Other contractual services: | 
Fees for other professional services. 29,314 25, 000 | 25, 000 
General Accounting Office audit expense... _ 89, 407 142, 000 125, 000 
Services performed by other agencies_________.._______| 6,819 — 27, 000 20, 000 
Other contractual services. 59, 475 58, 000 45, 000 
08 Supplies and materials...........-.-.___. 50, O82 28, 000 | 21,000 
09 Equipment. é 1, 169 | 
13. Refunds, awards, and indemnities 1,000 | 1,000 
15 Taxes and assessments........_-.._. 6, 592 5, 000 | 4, 000 
Total administrative expenses under limitation. ____. 11, 334, 593 | 6, 615, 000 | 3, 630, 000 


Mr. Canrieip. The committee will come to order for the purpose of 
receiving its presentation of the Reconstruction Finance Corporation. 
We have present with us this morning Mr. Kenton R. Cravens, the 
Administrator of the Reconstruction Finance Corporation; Mr. Lau- 
rence B. Robbins, Deputy Administrator, and members of the Corpora- 
tion’s staff. 

Mr. Cravens, are you prepared at this time to give us a genera! 
statement ? 

Mr. Cravens. Yes, I am, Mr. Chairman. 

Mr. Canrte.p. Will you be good enough to proceed ? 


GENERAL STATEMENT 


Mr. Cravens. Mr. Chairman, members of the committee, the budget 
which you are considering this morning is the first to reflect the effects 
of the Reconstruction Finance Corporation Liquidation Act. It seems 
appropriate, therefore, to begin sae remarks with a review of the 
steps which have been taken to carry out the provisions of that act. 


LIQUIDATION 


The Corporation’s authority to make new loans was terminated at 
the close of business September 28, 1953. Our activities since then 
have been devoted to liquidation of RFC’s assets and the winding up 
of its affairs. 
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The RFC Liquidation Act directed that the functions of making 
and servicing civil defense loans authorized by section 409 of the 
Federal Civil Defense Act of 1950 be transferred from RFC to the 
Secretary of the Treasury. The transfer was made effective Septem- 
ber 28, 1953. Civil defense loan activities are not, therefore, included 
in the budget for liquidation of RFC. However, if the chairman 
desires, 1 am prepared to discuss the separate budget requested for this 
purpose. 

The act provided that the functions of making defense production 
loans under title III of the Defense Production Act be transferred 
from RFC. By Executive Order No. 10489, the President transferred 
these functions to the Secretary of the Treasury, effective September 
29, 1953. 

The act also provides that the programs for production and sale of 
synthetic rubber, tin, and abaca fiber are to be transferred from RFC 
not later than June 30,1954. As yet, the President has not designated 
the agency or agencies to which these programs will be transferred. 

The duty of completing the liquidation of such RFC functions as 
remain on June 30, 1954, will be transferred to the Secretary of the 
Treasury. 

On next June 30, there will be two groups of assets to be trans- 
ferred to the Secretary of the Treasury for final liquidation. The 
largest of these, in terms of dollars, will be the assets acquired in 
the conduct of RFC’s lending programs. The other group consists 
of the assets remaining from certain activities undertaken by the 
Government during World War IT. 

On June 30, 1953, the assets related to the lending programs were 
‘arried on the books at $640 million. In addition, there was $131 
million outstanding in loan commitments and agreements to pur- 
chase deferred participations in loans made by private financial 
institutions. 

These figures do not include $279 million in loans and commitments 
made under section 302 of the Defense Production Act. 

It is estimated that the lending program assets to be transferred 
to the Secretary of the Treasury for liquidation will amount to $408 
million. We hope that the amount actually on the book next June 
30 will be substantially lower than that. 

For the past several months, the staff of RFC has been concentrating 
on two programs to dispose of its marketable business loans. In 
the first of these, dealing with the larger loans in the portfolio, RFC 
representatives have been traveling throughout the country, interview- 
ing large borrowers and reviewing their financial and operating 
records. 

They are guided by a basic policy to work out the borrowers’ prob- 
lems, and to help arrange financing with private lending facilities 
wherever possible. 

Both borrowers and bankers have been most cooperative in this effort, 
and many arrangements have been consummated whereby the Gov- 
ernment’s investment in these larger loans has been retired through 
private refinancing. Negotiations are still under way in many other 
cases which are also expected to result in favorable conclusions. 

In another effort to realize upon marketable business loans, RFC 
officials and bankers have undertaken a special study of the smaller 
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loans. This study has resulted in a plan under which various banks 
will purchase a major interest in the Corporation’s smaller loans. 
‘The loans involved a number approximately 3,500, with an aggregate 
unpaid balance of about $100 million. 

The objectives of this plan, from the Government’s point of view, 
are, 1, to eliminate the cost of administering these loans; 2, to return 
immediately to the Treasury a substantial amount of the Corporation’s 
investment ; and, 3, to restore normal relationships between individual! 
borrowers and their banks. 

As with business loans, we have also been endeavoring to work out 
arrangements to dispose of RFC’s other holdings. 

The RFC still holds some $76 million of railroad obligations. Nego- 
tiations to realize upon these are continuing between RFC, railroad 
management groups, and interested financial institutions. 

I might say we are disappointed in the results of that activity. 

The Corporation has also undertaken to dispose of its securities 
and commitments to finance public works projects undertaken by local! 
governmental units. Some of these have been sold, with a substantial 
recovery of the Government’s investment, and negotiations for the 
sale of others are under way. 

Although we have made great progress in disposing of RFC’s 
marketable assets, there are some holdings for which disposal will 
have to be deferred. Included among these are loans and commit- 
ments made to disaster victims, the loan to the Republic of the Philip- 
pines, and the insured and guaranteed home mortgages taken over by 
RFC from its former subsidiary, the RFC Mortgage Company. 

As I said a moment ago, the budget estimates anticipate that lend- 
ing program assets totaling $408 million will be turned over to the 
Treasury next June 30. The net loans and investments included in 
that amount total $371 million. With liquidation of RFC’s assets 
continued under the direction of the Secretary of the Treasury, it 
is estimated that the net value of loans and investments remaining 
on June 30, 1955, will be $216 million. 

The other program to be transferred to the Secretary of the Treas- 
ury next June 30 relates to the liquidation of the assets of terminated 
World War II programs. Including the assets of the Smaller War 
Plants Corporation, the total unliquidated assets of this program 
amounted to $18 million at the end of fiscal year 1953. These assets 
consist primarily of accounts receivable and leased manufacturing 
facilities. By next June, it is estimated that the value of the remain- 
ing assets will have been reduced to $13,650,000, and further reduced 
to $9,700,000 by the end of fiscal year 1955. 


RECEIPTS FROM PROGRAMS TRANSFERRED TO TREASURY DEPARTMENT 


As presented in the budget, the liquidation of the RFC programs 
which are to be transfered to Treasury next June 30 will result in 
net receipts of $132 million in fiscal year 1954, and net receipts of 
$173 million in fiscal year 1955. 


BUDGET FOR ADMINISTRATIVE EXPENSES 


A limitation of $3,630,000 has been eeyeeried on the amount to be 
used for administrative expenses in the liquidation of RFC’s assets 
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during fiscal year 1955. ‘The comparable expenses for fiscal year 1954 
are estimated as $6,615,000, 

The decrease of $2,985,000 in the amount of the limitation requested 
is the result of these factors: 

1. The expiration of the Corporation’s authority to make new loans; 

2. The decrease in the number of outstanding loans and commit- 
ments to be administered by the Corporation’s personnel ; 

3. The decrease in the workload connected with the liquidation of 
assets remaining from terminated World War IT activities; and 

4. The economies which will result from reorganizing operations to 
administer the remaining assets from a central office in Washington. 

As you know, the Corporation has been maintaining a field organiza- 
tion in eight regional offices. Before the start of fiscal year 1955, the 
characteristics of RFC’s remaining functions will be such that the 
field offices can be closed and liquidation of the remaining assets 
administered from Washington. This move will permit a comprehen- 
sive reorganization under which it will be possible to effect substantial 
economies in the liquidation of the remaining assets. 

In concluding, I would like to repeat a statement I made when I 
appeared before this committee last year: This budget: has been devel- 
oped with the goal in mind of saving every possible dollar for the 
benefit of the Treasury. 

To the extent that the future brings opportunities to achieve further 
savings and bring additional revenue to the Treasury I intend to take 
advantage of them. I am also confident that the same objective will 
prevail when RFC is turned over to the Treasury for final liquidation 
on next June 30. 

Mr. Canrtevp. Mr. Cravens, will you first tell us briefly what the act 
approved last year required the RFC to do in the way of liquidation 
and the time limitations imposed ? 

Mr. Cravens. As I mentioned, it terminated the lending authority 
of the Corporation September 28, and directed us to wind up our 
affairs and get rid of our assets as expeditiously as possible, then, on 
June 30, 1954, to transfer the remaining assets to the Secretary of the 
Treasury. 

CIVIL-DEFENSE LOANS 


Mr. Canrtetp. Mr. Cravens, you tell us in your statement that civil- 
defense-loan activities are not included in the budget for liquidation 
of RFC? 

Mr. Cravens. That is correct. 

Mr. Canrievp. It is my understanding that the budget request for 
the administrative expenses of civil-defense loans will be presented to 
another subcommittee of the House Appropriations Committee, that 
committee being the Subcommittee on Independent Offices. Is my 
understanding correct ? 

Mr. Jounson. Mr. Chairman, I believe Mr. Cravens is prepared 
this morning, on behalf of the Secretary of the Treasury, to discuss 
that item, which will be the limitation relating to administrative ex- 
penses for the Treasury Department in connection with that program. 

Mr. Canrtetp. Colonel Johnson, inasmuch as the entire subject 
matter has been referred to another subcommittee, it is my feeling that 
a brief general statement by the Administrator will be sufficient for 
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our purposes. I think we ought to have in the record perhaps some- 
thing more than has been indicated by Mr. Cravens in his general 
statement. 

Mr. Cravens. I will make my statement in the capacity as Special 
Assistant to the Secretary of the Treasury. 

The Secretary of the Treasury is authorized to purchase securities 
or to make loans to aid in financing civil-defense projects upon the 
certificate of the Federal Civil Defense Administrator. Such invest- 
ments are limited to a total of $250 million outstanding at one time. 
The activities authorized are financed by borrowings from the 
Treasury. 

Through June 30, 19538, loans totaling $5,718,000 had been authorized 
under this program. _ All of the loans authorized have been to assist 
in financing the construction of hospitals. 

It is estimated that loans totaling $1 million will be authorized each 
fiscal year for 1954 and 1955. 

On December 31, 1953, there were 15 applications for amounts total- 
ing $15,700,000 being considered under this program. Disbursements 
on outstanding loan authorizations are estimated to be $2,300,000 in 
fiscal year 1954 and $3.5 million in fiscal year 1955. 

Repayments on loans are estimated as $95,000 and $180,000 for fiscal 
years 1954 and 1955, respectively. 

During fiscal year 1953, borrowings from the Treasury totaled 
$1,200,000. Additional borrowings of $2,250,000 and $3,250,000 are 
estimated for fiscal years 1954 and 1955, respectively. No repayments 
of amounts borrowed from the Treasury are anticipated before fiscal 
year 1956. 

The program resulted in a loss of $41,500 in fiscal year 1953. With 
greater interest income anticipated in fiscal years 1954 and 1955, it is 
estimated that a net income of $13,000 and $95,500 will result for those 
years, respectively. 

I might say that the amount authorized for administrative expenses 
ep fiscal 1954 was $50,000, and the estimate for fiscal 1955 is also 

50,000. 

Mr. Canrietp. Will there be revenues from this activity? 

Mr. Cravens. We think there will be some income in 1954. We 
think the net income will be $13,000 in 1954 and 1955 the net income 
we have estimated at $95,500. Of course, that will make it a self- 
sustaining program. 

Mr. Canrte.p. It is true, is it not, Mr. Cravens, that these civil- 
defense loan activities are not included in the budget of liquidation 
of RFC? 

Mr. Cravens. That is true. 

Mr. Canrtevp. It is our understanding, I repeat, that the Treasury, 
presumably through you, as the agent, will appear before another 
subcommittee of the House Appropriations Committee, the committee 
dealing with independent offices, on this item. 


DEFENSE PRODUCTION LOANS 


Mr. Cravens, the act calling for liquidation of RFC provides that 
the functions of making defense production loans under title III of 
the Defense Production Act be transferred. You tell us today that, 
by Executive Order 10489, the President transferred these functions 
to the Secretary of the Treasury effective September 29, 1953. 
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Are you also the agent of the Treasury with respect to defense 
production loans ¢ 

Mr. Cravens. I represent the Secretary in the approval and servic- 
ing of loans under that program. 

{r. CaANFrreLD. Can you elaborate on that program, for the purpose 
of the record, at this time ? 

Mr. Cravens. With respect to expenses ? 

Mr. CanFreLp. With respect generally to the type of loans you are 
making and the amounts involved. 

Mr. Cravens. Under the authority provided by section 304 of the 
Defense Production Act, a total of $387,600,000 has been allocated to 
the Corporation. Of this amount, $386 million has been allocated for 
loans of the types provided for by section 302 of the Defense Produc- 
tion Act. 

Lending activity during the fiscal years of 1953, 1954, and 1955 are 
summarized as follows: 

New commitments for 1953 were 125 in number, and the amount in 
dollars was $131 million. We anticipate few new commitments for 
1954 or 1955. 

Actual disbursements for 1953 were 127 in number, totaling $75 
million. We anticipate 22, totaling $64 million, for 1954, and 1, 
totaling $51 million, for 1955. 

The outstandings at the end of 1953 for commitments were 30, 
totaling $155 million, and for actual loans outstanding were 195, total- 
ing $123 million. 

For 1954 we estimate commitments outstanding to be 1, totaling 
$83 million, and loans outstanding to be 149, totaling $168 million. 

There will be $32 million remaining in commitments outstanding for 
1955, and loans we estimate will be 122, totaling $208 million. 

I believe that pretty well summarizes the status of the 302 loan 
program. 


SYNTHETIC RUBBER PROGRAM 


Mr. CanFretp. You tell us that the act also provides that the pro- 
grams for production and sale of synthetic rubber, tin, and abaca fiber 
are to be transferred from RFC not later than June 30, 1954. As yet 
the President has not designated the agency or agencies to which these 
programs will be transferred, you say. 

Mr. Cravens. That is correct. 

Mr. Canrie. Is there anything more you can tell us about those 
programs or anything about the property involved in the transfer? 

Mr. Cravens. The synthetic-rubber program will be taken care of 
by the Rubber Disposal Act which was passed by Congress last year, 
which provides for the sale of the Government-owned rubber-produc- 
ing facilities. This act provided for a 3-man Commission to under- 
— the sale of these properties. That Commission is functioning 
today. 

The law provides that there will be a 6-month period for receiving 
proposals, which is going on at present. Then, after May 27, there 
will be a 7-month period for negotiation. So it should come back to 
the Congress for review in January of 1955, providing a disposal 
program can be developed. 
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The RFC operates a tin smelter at Texas City. In the President’s 
budget you will notice a reference to the fact that we believe that pro- 
gram will be completed by June 30 of this year, and it will be recom- 
mended to the Congress that the tin smelter be disposed of. 

The abaca fiber program will have to be continued for national- 
security reasons. In that case the President will have to designate the 
proper agency to handle it. 

Mr. Canrrevp. Mr. Cravens, I represent the district in which the 
Okonite Co. is located. The president of that corporation, Mr. Alfred 
Metz, tells me that the supply of crude rubber for his operation is 
scarce. Are you able to discuss that situation ? 

Mr. Cravens. I can’t understand why he should say the supply of 
crude rubber is short. I assume he means natural crude rubber. I 
can’t understand why he says it is short, because the price is depressed 
to almost the lowest point in years, which reflects actually an over- 
supply of natural crude. 

In the production of synthetic, if he is referring to that, our orders 
have been constantly going down from month to month, and we are 
now on the lowest production schedule that we have had for a number 
of years. So apparently both are in abundant supply. 

Mr. Canrretp. Apparently he is concerned about the supply avail- 
able in Brazil. 

Mr. Cravens. I do not understand why he would say it is in short 
supply. It is in oversupply. 


LIQUIDATION OF LOANS UNDER $500,000 


Mr. Canrrecp. On next June 30, you tell us there will be two groups 
of assets to be transferred to the Secretary of the Treasury for final 
liquidation. You say the largest of these in terms of dollars wilt be 
the assets acquired by RFC in lending programs. And, of course, the 
other group will consist of assets remaining from certain activities 
undertaken by the Government during World War IT. 

On Wednesday, January 27, 1954, the New York Times carried a 
story captioned “Purchase of Pooled RFC Loans by Country’s Banks 
Is Proposed.” The subhead reads: “Plan Involves $100 Million Out- 
standing in 3,500 Items of Less Than $500,000.” The lead paragraphs 
of that story read as follows: 


CuicaGco, January 26.—A plan whereby banks throughout the country would 
purchase the major interest in the Reconstruction Finance Corporation's out- 
standing loans of $500,000 or less was disclosed today in Chicago. 

The plan was described by Kenton R. Cravens, RFC Administrator, and J. P. 
Dreibelbis, vice president of the Bankers Trust Co., New York, and chairman of 
a special committee of bankers which has been discussing the plan with the RFC 
for months. The conference was held in conjunction with the National Credit 
Conference of the American Bankers Association. 

Some 3.500 loans are involved in the plan for an unpaid balance of ap 
proximately $100 million. About 66 percent of the loans are under $25,000 and 
98 percent under $100,000. Practically every State is involved. 

Under the plan all loans would be placed in a pool after they had been 
appraised by regional bankers committees. Participating banks would pay cash 
to the RFC and receive certificates of interest in return. 

Interest on the certificates has not been determined but it would not be 
sufficiently below the interest rate on the loans to cover servicing and adminis- 
tration, Mr, Cravens said. He estimated that interest rates on the loans now 
average 4.6 percent. 

The appraisal is expected to be completed by February 20 and closing date 
of the sale has been set for March 31. 
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Mr. Cravens estimated that the plan would save the Government $15 million 
over the next 6 years in servicing and administrative costs. In addition, the 
Government would receive immediate cash which would assist in balancing the 
budget, he said. 

Mr. Cravens said the RFC would participate in the plan, retaining that por- 
tion of the loans which the banks would not cover. Payments would be appor- 
tioned between banks and the Government, but he declined to say in what ratio. 

Mr. Cravens said it would take more than 2,000 banks to service the loans. 
He said the Government expected faster liquidation of the loans under the 
plan. 

Mr. Dreibelbis said that so far no commitments had been received from 
any banks but that suflicient interest had been shown to get the plan off the 
ground. 

The bankers will put in what they can get back safely. 

You referred briefly to that in your statement, and will you say 
that what I have read from the New York Times article is substan- 
tially correct ? 

Mr. Cravens. Except for one error which has been called to my 
attention. The article reads as follows: 

Interest on the certificates has not been determined, but it would not be suf- 
ficiently below the interest rate on the loans to cover servicing and adminis- 
tration * * * 


That is incorrect. The “not” should be eliminated. It should read: 
* * * it would be sufficiently below the interest rate on the loans * * *. 


I would like to comment more fully, if you would like me to. 

Mr. Yes. 

Mr. Cravens. The toughest problem we have in the liquidation of 
this mammoth corporation is the portfolio of loans under $500,000, 
the bulk of which are under $25,000. They only average about $9,000 
apiece in that bracket. 

You see, to properly service those loans, it takes a tremendous or- 
geninabion:, ie as you go from year to year, your income is very little 

ecause your dollar balances are not great but your expenses keep 
constant. 

It has been my aim to find some way to save the money of the tax- 
payers in the liquidation of those loans. 

Of course, next in importance to that is the matter of getting dollars 
to the Treasury. 

There is another basic aim that I have with respect to those loans 
of small borrowers and that is to find some way of restoring a normal 
banking relationship between that borrower and his own bankers. 

I have made the statement, and I can make it here, that we would 
like to put the borrower and the banker to bed together so they will 
get married. That is a crude way to put it but it 1s an accurate way. 

Mr. Passman. Mr. Chairman, would you yield for one question 
at this point? 

Mr. Certainly. 

Mr. Passman. Mr. Cravens, this proposal whereby RFC loans would 
be pooled and sold to these many banks, would these loans be secured 
to the bankers, or would you sell them without recourse ? 

a Cravens. They would not be. And I would like to comment 
on that. 

We have had a difficult time trying to impress on the bankers of the 
country that they owed the Government something and to help in this 
liquidation. If we are successful with the program, it will be done 
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basically for the patriotic reason. The interest rate they will get on 
these loans probably will not exceed 314 percent, which as you know, 
for long-term lending, is not a great yield on money in today’s market. 

The difference between interest income on the loans and what the 
banks would take in interest rate would provide for the servicing costs 
and the fiscal agency costs, so that the Government would come out 
100 percent whole with respect to the costs of servicing the loans and 
also get all of its interest on any portion that it retained. 

I am optimistic about selling the banks when we get them into 
meetings, but I cannot guarantee that I will be able to do it. 


PROCEDURE IN CASE OF DEFAULT ON LOANS 


Mr. Passman. I am slightly confused on that point. 

May I ask the question this way: If a borower should purchase a 
loan Lost the RFC and that loan be defaulted, would it be the bor- 
rower’s loss, or could they come back on the RFC? 

Mr. Cravens. No. I would like to explain how that would work. 

If we have a $100-million portfolio here, we would make a deal with 
the banks on this kind of basis: Let us say that they bought a $70- 
million interest in the whole pool, and they would give the Govern- 
ment $70 million. So at that point the Government has a $30 million 
interest and the banks have a $70 million interest. Then say a couple 
thousand banks would take over the servicing of the loans. The 
money would be remitted, as it was collected, to a Federal Reserve 
bank as fiscal agent. 

At the outset, the first of that money would go to reduce the certi- 
ficates of indebtedness, the banks’ interest. At a point, we will say, 
when it got to maybe a 60-40 relationship—I am speaking of percent- 
ages now—or 50-50, then the money would be applied to both the 
Government and the banks’ interest. When it gets down to a mini- 
mum amount—which we have not agreed upon because this is not 
perfected yet—then we would freeze the Government’s interest. We 
will say it got down to where it was $20 million and the banks own 
$10 million of it and the Government owns $10 million of it. Then 
we would permit the $10 million of the banks’ interest to be paid out 
of the first collections on the remaining $20 million. 

To that extent, then, you have in effect a subordination for that 
much. We will have gained more than the amount that we will actu- 
ally put, we will say, behind this $10 million, which will actually be 
less than we will save in the expenses of the loans themselves. 

Mr. Passman. May I ask you this question: If you should have 
an individual, say, living in Monroe, La., interested in buying some 
particular loan he was interested in, say $52,000 outstanding; would 
you do business with an individual ? 

Mr. Cravens. Normally, we would not sell a loan to an individual 
without the borrower’s consent. We do not want to disturb that bor- 
rower’s relationship. And it would be unfair for us to sell a loan to 
some speculator or somebody that might want to harm the interests of 
the borrowers. 

Mr. PassMaN. In other words, you are going to keep it where the 
banks will deal in these loans and not individuals? 

Mr. Cravens. That is right. 
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Mr. Passman. The plan is right so far as the principle, but whether 
it is right or not, I think people with money to invest should be given 
an opportunity. You certainly would have some kind of a gentle- 
man’s agreement in the way of a contract as to how this loan would 
continue to be serviced, because under this plan the RFC is still to 
take a part of the responsibility. 

Mr. Cravens. It has an interest, even though it is smaller than the 
banks, it has an interest clearly. 


SALE WITHOUT RECOURSE 


Mr. PassMaNn. There is no such thing as a sale without recourse to 
some extent on the part of the RFC? 

Mr. Cravens. The sale of interest is entirely without recourse, yes. 
Tn the final liquidation of the pool there is a certain amount of money 
that will be frozen until the other portion is liquidated. 

Mr. Passman. Then, of course, the banker is not really buying a 
particular loan, he is buying an interest in a block of loans which in 
effect gives him protection that he would not have if he should decide 
he wanted to buy five particular loans that you have? 

Mr. Cravens. That is exactly right. 

Mr. Gary. And the bank gets its money first. 
Mr. Cravens. Yes. 


LOSSES IN LIQUIDATION 


Mr. Gary. So that if there is any loss in the liquidation it falls on 
the Government ? 

Mr. Passman. That is my understanding. That certainly protects 
the banks which buy these blocks of loans. 

So the way I understand it, it may be sold without recourse, but 
they have a sufficient reserve there to protect the banks which are 
buying the interest in these loans. 

fr. Cravens. We don’t think the losses will be anywhere near that. 

Mr. Passman. That is right. So that is why I contend the banks 
would be fully protected. 

Mr. Cravens. We have an obligation. Keep in mind here that if 
we selectively went over the portfolio, it would probably take 2 years 
to work out each and every loan. Then the Government would end up 
with the bottom of the barrel. We would end up with the bad ones 
and everybody else would take the good ones. Then we would really 
have a problem on expenses. 

What we know will surely happen in this thing, if we can get them 
to do it, is that in a year and a half or so we won’t have any loans 
left. We will have gotten them in the banks, and then the borrower 
will need some more money and this loan will disappear, and we 
will have gotten the Government clear out of this picture and save 
millions and millions of dollars. 


OPPORTUNITY FOR BANKS TO PARTICIPATE IN LOANS 


Mr. Passman. One further question: Under this proposal, would 
banks throughout the entire country be given an opportunity to 
participate, or are you centering your efforts in the money centers of 
the country? 
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Mr. Cravens. We are presenting it to 15,000 banks. Every bank in 
the Nation is asked to participate. 
Mr. Passman. That is all, Mr. Chairman. 


FAVORITISM IN LIQUIDATING LOANS 


Mr. Canrietp. Mr. Cravens, on that point, the only criticisms I 
have noted, at least such as appeared in the press, are to the effect, 
(1) “that in such a liquidation there will be many opportunities for 
favoritism and influence”; and (2) that the “assets will not be put up 
at public sale wherever possible.” 

Are you prepared to comment on that? 

Mr. Cravens. Yes. There could be nothing further from the truth 
than either of those statements. 

In the first place, there can’t be any possibility for favoritism or 
influence because we are just going to borrower's bank and getting 
that bank to service the loan, 

No, 2, I have made the statement, and I will repeat it to this com- 
mittee, that I will not sell a borrower’s obligation, a loan per se at 
1 cent discount. 

Therefore, how could you have a bid or public auction on assets 
that you will not discount ? 

Three, we have got to be very careful, as I said a little while ago, 
to do nothing to disturb the economy, and we do not want to disturb 
the borrower’s relationship. Just because he owes the Government is 
no reason, in this liquidation to put him in an embarrassing position. 

So there is nothing further from the truth than what has been said. 

Mr. Canrrexp. I think that is a very good statement. 


EFFORTS TO DISPOSE OF LOANS OVER $500,000 


Now, Mr. Cravens, I want to ask you about your statement that 
RFC representatives have been traveling throughout the country in- 
terviewing large borrowers and reviewing their financial and operat- 
ing records. : 

‘ou say they are guided by a basic policy to work out the borrower’s 
problems and to help arrange financing with private lending facilities 
wherever possible. 

You state that both borrowers and bankers have been most coopera- 
tive in this effort and that many arrangements have been consummated 
whereby the Government’s investment in these larger loans has been 
retired through private refinancing. You say that negotiations are 
still under way in many other cases which are also expected to result 
in favorable conclusions. , 

Do you wish to add anything to that statement ? 

Mr. Cravens. I could add to that. 

On the loans over $500,000, I guess I have averaged, since spring, 
a good 100 hours a week. I work 7 days a week, and I have done 
nothing but talk to banks and insurance companies and borrowers 
to help them refinance their indebtedness. And I am delighted to 
tell this committee that the program has been very successful. 

Loan after loan after loan—I could put them in the record here— 
we have gotten refinanced through private lending sources. It is just 
a matter that takes time and effort and determination, and I am de- 
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lighted that we are making the progress we are, because every time 
we get $1 million or $2 million or $5 million in loans into the private 
lending system and the Government out of it, we have done good for 
everybody. We have returned the money to the Treasury. For the 
Treasury we have saved the expense of servicing loans, and we have 
placed the borrower into a fine normal relationship with private 
lenders. 

Mr. Canrretp. You tell us also, Mr. Cravens, that the RFC still 
holds some $76 million of railroad obligations and that negotiations 
to realize upon these are continuing between the RFC, railroad 
management groups, and interested financial institutions. 

It was noted when you were discussing that in your general state- 
ment, you indicated that the railroad situation was not going so well. 
Is your B. & O. loan one of your big railroad loans? 

Ir. Cravens. Yes. 
Mr. Canrtevp. How are you doing with that? 


BALTIMORE & OHIO RAILROAD LOAN 


Mr. Cravens. We hold $65 million of B. & O. securities. That is 
the total amount of that particular issue. It was an $80 million issue. 
The sinking fund requirements on that issue are only four-hundred- 
thirteen-thousand-odd dollars a year, about $413,900, roughly. That 
issue does not mature until 1965. 

We have two problems basically with the B. & O. loan. No. 1 is 
liquidation by the company itself, and second, the marketability prob- 
lem. We have weston night and day on both of those. 

You see, with that very limited amount of sinking fund we don’t 
have very much pressure for self-liquidation. On the other hand, 
when a company makes from 1948 to 1953 $118 million in net income 
and pays out $15 million in dividends and puts $51 million in the 
sinking fund and we only get $15 million paid to the Government over 
the whole period, we are not getting in very good shape. 

Mr. Canrretp. Why is that? What is the history of that arrange- 
ment with the RFC ? 

Mr. Cravens. The issues call for, as I said, for a sinking fund of 
about $413,000. I presume the feeling of the people at the time was 
to make the mandatory sinking funds payment as little burdensome as 
possible in order to let the railroad get as — as ee 

Nevertheless, I am sure that the people that set this plan up expected 
the railroad to pay to the extent of its ability to pay. Yet, I have no 
way of ruta | payments of more than $413,000 a year. 

he other problem in connection with it is the marketability. You 
can understand that the investor buying railroad securities, buying 
an issue maturing in 1965 with only $413,000 sinking fund, whic 
means that you are going to have something like a $60 million balloon, 
is not an attractive investment. So in order to sell this issue, I would 
have to get some new securities, something that paid off serially, so 
that we would have something that would be more attractive to the 
investor. 

So I am in a pretty tight spot. I have a very difficult bond to 
sell, and I haven’t any legal way to get money from the railroad 
other than to ask them and put pressure on them while trying to get it. 
Mr. James. I have a question. 
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Are you getting any cooperation from the railroad in your efforts 
to arrive at an agreement with them on the basis of the sale, or getting 
some other securities ? 

Mr. Cravens. We are getting cooperation to a degree, but nothing 
that has resulted to this point in effecting an arrangement that we 
believe will produce a marketable security. 

I should say in another respect that I have made demands on 
them in writing for payments. I have nothing to enforce that 
demand other than what I believe is their moral obligation to the 
Government. 

Mr. James. You are sure in a tight place on that one. But they 
have some bonds out, I think, that are on a basis of 3 percent guar- 
anteed 5 percent if earned; is that right? 

Mr. Cravens. They have some 5 percent income bonds, but I have 
forgotten all of the issues outstanding. 

Mr. James. You do not know whether they are continuing to pay 
the full rate of interest, which I think is 5 percent, if earned ? 

Mr. Cravens. I assume they are: yes. The market reflects that. 


MISCELLANEOUS LOANS 


Mr. Canrtetp. Do you have other loans, Mr. Cravens? 

Mr. Cravens. That is the only one of any real major size. The 
rest of them are broken down into—we have quite a batch of trust 
certificates, some promissory notes. There is one of pretty good 
size, Tennessee Central, due in 1965, $5,900,000. But the others are 
broken up into pretty small amounts. 

Mr. Gary. Is that your annual statement that you have there? 

Mr. Cravens. No. This is a book that we sent to each of you, that 
T put out in November 1953, showing every asset that we have, so 
that we could get it into the hands of everybody in the United States 
so. they would know what we had and how to buy it. I believe we 
have sent every Member of Congress one. Did we not, Mr. Wilson? 

Mr. Witson. Yes. 

Mr. Gary. I wish you would supply additional copies to this 
committee. 

Mr. Cravens. I will be glad to. 


DISPOSITION OF SECURITIES ON PUBLIC WORKS PROJECTS 


Mr. Canrtetp. Mr. Cravens, you also tell us that the Corporation 
has undertaken to dispose of its securities and commitments to finance 
public-works projects undertaken by local governmental units. Some 
of these, you say, have been sold with a substantial recovery of the 
Government’s investment and negotiations and the sale of others is 
under way. 

If I recall correctly, your testimony last year was to the effect that 
in the main these governmental units were paying off. Is that 
correct 

Mr. Cravens. Yes. We started with about $66 million of public- 
agency securities, and we have about $3 million in commitments, or 
subsequent commitments. So we faced the job of liquidating about 
$69 million. 
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We have moved out a little better than half of those. We have one 
very large one, which is the biggest, probably, that we have left. That 
is _ Pend Oreille Dam up in Washington. That is $16 million or $17 
million. 

Mr. Canrretp. Who is the borrower there? 

Mr. Cravens. That is a district for the development of power. 
That will be our toughest large item there. That is the Public Utility 
District No. 1, Pend Orielle County, Wash. 

The original authorization was $16,791,000. We have disbursed 
$6 million on it to date and there is $10,700,000 to be disbursed as it 


is being built. 
DEFERRMENT OF DISPOSITION OF CERTAIN LOANS 


Mr. Canrretp. Mr. Cravens, another part of your testimony reads: 


Although we have made great progress in disposing of RFC’s marketable 
assets, there are some holdings for which disposal will have to be deferred. 
Included among these are the loans and commitments made to disaster victims, 
the loan to the Republic of the Philippines, and the insured and guaranteed home 
mortgages taken over by RFC from its former subsidiary, the RFC Mortgage 
Company. 

Will you discuss that briefly ? 

Mr. Cravens. The disaster loans, as you know were made to the 
victims of floods and tornadoes and other catastrophes. It has been 
avery wonderful program. It has not taken a lotof money. We had 
about $18 million, I believe, actually outstanding at the beginning of 
this fiscal year and we estimate about $15 million outstanding at the 
end of the fiscal year. 

There are between 3,000 and 4,000 of those loans, the heaviest con- 
centration being in Kansas City, where we have about 2,100 outstand- 


ing. 

These are very low rate loans, 3 percent loans, except for some busi- 
ness loans which carry 5 percent. Naturally they are very close to 
a subsidy, although the actual losses in liquidation have only been 5 


The Small Business Administration is designated by Congress to 
carry on this activity and are carrying iton. There is nothing for the 


Government to do but just to liquidate these loans on a regular, normal 
basis. There will be no disposal of them, of course. 

In the case of the Philippines, naturally that is not a loan that is 
disposable. It is down to $48 million at the present time. 


PHILIPPINE LOAN 


Mr. Canrretp. Can you tell us what the Philippine loan was for, 


Mr. Cravens ? 
_ Mr. Cravens. Other than a program of general rehabilitation, that 
is all I know about it. It was in existence, of course, when I took 


over the RFC. 
GUARANTEED HOME MORTGAGES 


Mr. CanrreLp. What can you tell us about the guaranteed home 
mortgages 
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Mr. Cravens. Those mortgages are very small. They average 
something around $4,000 or a little better apiece, and are 4 percent GI 
loans that are not too attractive to an investor. It would mean a very 
substantial loss to sell those loans, which I have determined not to do. 

We think that there is a better way of ultimately disposing of those 
for the Government. That is the reason I am not offering them at the 
present time for disposal. 


LIQUIDATION OF WORLD WAR II PROGRAM 


Mr. Canrievp. Mr. Cravens, the other program to be transferred to 
the Secretary of the Treasury next June 30 relates to the liquidation of 
the assets of the terminated World War IT program. 

Will you tell us briefly about those programs ? 

Mr. Cravens. As I have indicated, they are liquidating down. We 
estimate that at the end of 1955 they will be down to about $10 million. 
They represent receivables and manufacturing plants that we have 
leased out with options to buy. Some are paper resulting from sales, 
things of that nature. It is just a slow, tedious liquidation of those 
assets. 

Mr. Canrtetp. Mr. Gary, will you take over at this time? 


USE OF RFC FUNDS FOR ADMINISTRATIVE EXPENSES 


Mr. Gary. Mr. Cravens, since this program will be transferred to 
the Treasury on June 30, 1954, why is any appropriation necessary for 
the fiscal year 1955, beginning on July 1, 1954? 

Mr. Cravens. The Corporation actually remains intact, but the 
functions fo to the Treasury, and it would be that amount that would 
be required for an organization to continue the liquidation. 

So that the limitation on administrative expenses to be paid from 
income derived from the Corporation would have to be continue. I 
assume that would be the bu ca approach to this problem. 

Mr. Gary. Do you mean that after July 1, the Treasury Depart- 
ment will use the Corporation as its agent in liquidating its assets? 

Mr. Cravens. It will liquidate the Corporation, I will put it that 
way. The Secretary of the Treasury, after June 30, will have the 
responsibility of liquidating the remaining assets. 

Mr. Cravens. In the act, it has been called to my attention, it pro- 
vides that: 

The Secretary of the Treasury is authorized to incur and pay out of the funds 
of the Corporation all administrative expenses necessary to carry out the 
functions vested in him as a result of the enactment of this title. Such ex- 
penses shall be limited to and charged against amounts made available to the 
Corporation or to the Secretary of the Treasury in appropriation acts for ap- 
plicable administrative expenses, which amount shall not include any sums 
transferred to an officer or agency of the Government other than the Secretary 
of the Treasury. 

The activities engaged in by the Secretary of the Treasury as a result of the 
enactment of this act shall continue to be subject to the provisions of the Gov- 
ernment Corporation Control Act. ‘ 

Mr. Gary. And this is a limitation on the Secretary as to the 
amount that he can take out of the funds for administrative purposes ? 

Mr. Cravens. Correct. 
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TIME REQUIRED TO LIQUIDATE CORPORATION 


Mr. Gary. How long do you estimate it will take to liquidate the 
Corporation ¢ 

Mr. Cravens. In its entirety, many, many years. I have no way 
of pinpointing any date because many of its assets, although they 
may be small in relation to the total we started with, don’t mature, 
some of them, until the seventies. I would say many years, if you are 
talking about it in its entirety. 


PROFITS DURING LIQUIDATION 


a Gary. What are the profits of the Corporation during liquida- 
tion 

Mr. Cravens. Do you mean what do we estimate our profits to be 
for fiseal 1954? 

Mr. Gary. Yes. 

Mr. Cravens. We estimate the profit to be $12,284,000 for 1954 
and we estimate $10,650,000 for 1955. 

Mr. Gary. The bulk of which, I suppose, is interest on existing out- 
standing loans? 

Mr. Cravens. That is correct. 

Mr. Gary. What portion of the assets of the Corporation have you 
sold to date? 

Mr. Cravens. That would be very difficult to answer. Let me ex- 
plain a little why that is. 

If you mean have we gotten firm commitments to take over an asset, 
and we include all such commitments that we have from lending in- 
stitutions and so forth, I would say we have made very substantial 
progress. But how to relate that in percentage of the overall assets 
is very difficult for me to do. 

In the case of the loans under $500,000, for example, from Septem- 
ber 28 to December 31, 1953, we received thirty-odd million dollars in 
cash on one hundred and thirty-odd million dollars of loans. That 
gives you a pretty good idea of the degree of cash we are generating. 
I took that one portfolio to give you an example of how it is com- 
ing in. 

ri have no way of answering your question specifically in relation 
to percentages of progress to date related to the whole program. 


AMOUNT OF ASSETS DISPOSED 


Mr. Gary. Can you tell us the amount of the assets that have 
actually been disposed of, not by sale ? 
Mr. Cravens. From September 28 to December 31—and that is 
urely the cash. These are not the commitments we have entered into, 
ause, as vou know, it takes several months between the time you get 
your commitment and your money. 
We have brought in $57.5 million on business loans. 
Mr. Gary. Is that sold? 
Mr. Cravens. That is cash collected. 
me Gary. They are maturities. But I am talking about actual 
sales. 
Mr. Cravens. $15,500,000 was paid before maturity, and $34 million 
of it was partial payments. So that is out of your total. 
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Securities generated $5,600,000, of which almost all was by sale. 

Mr. Gary. To third parties? 

Mr. Cravens. Yes. 

Mr. Gary. That is what I want: The amounts sold to third parties. 

Mr. Cravens. I do not have it broken down as to what was sold and 
what commitments we have outstanding either in dollars or in relation 
to assets. 

Mr. Gary. Can you furnish that for the record ? 

Mr. Cravens. I will be very glad to. 

(The information referred to is as follows :) 


Loans and securities, including undisbursed, disposed of prior to 


maturities, since Sept. 28, 1953_____ $106, 188, 000 
Loans over $500,000: Commitments, formal and informal, including 


LOSSES ON LIQUIDATION 


Mr. Gary. Have you any way of estimating what the losses will be 
on liquidation ? 

Mr. Cravens. I think certainly any losses on our loans are ade- 
quately reserved. If you take the bulk of the loans, I see no unusual 
losses except in a couple of very large ones. We have a very difficult 
situation with the Texas Consolidated Oil, of Dallas. 

There is a balance of $12 million, of which we have about $8 million 
and the insurance companies have about $4 million. That could be 
a very troublesome loan, 

The other large one would be the Carthage Hydrocol of which we 
have $17,750,000, roughly. 

We have a deal in the making now with Stanolind. We might work 
that loan out. If anything happens to that deal, that could be a big 
loss if it would have to be foreclosed. 

Those are the two large concentrations of risks. The others, I think, 
would be average. 

Mr. Gary. The assets could have been liquidated much more satis- 
factorily and at less loss if the corporation had been a going concern. 
ls that not correct? 

Mr. Cravens. No, I don’t believe so. The only losses on our loans 
would be where the borrower goes bankrupt or something like that. 
So I do not think our losses on our loans are going to be any different 
whether we were going full steam, or in liquidation; not one bit 
different. 

Mr. Gary. But the cost will be higher ? 

Mr. Cravens. It will not be if we can work out a deal to get the 
large number of loans serviced. Then the cost will not be any differ- 
ent. In fact, it will be better than if we were a going corporation. 

Mr. Canrietp. Will the gentleman yield 

Mr. Gary. Yes. 

Mr. Canrretp. The Liquidation Act does not compel you to get rid 
of all these loans by June 30, 1954, in the sense that the Government 
can protect the long-term interests, as I understand it. The residue 
will go inthe Treasury, will it not? 

Mr. Cravens. That is right. Whatever is left will go into the 
Treasury. 
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Mr. CanrreLp. You are not pushed in the sense of selling these as- 
sets with undue haste, are you ¢ 

Mr. Cravens. That is a very good point. The act says as expedi- 
tiously as possible, and we are trying to do it with the least dislocation 
to the economy. 

Mr. Gary. But the cost will continue on until the assets are disposed 
of. If you had a going concern, part of that cost would be for the 
operating expenses of the going concern, whereas now it will all fall 
on the liquidation. 

Mr. Cravens. You still are earning on whatever assets you still 
retain and we intend to bring down the costs. We think that the 
actual costs, for example, by 1956, can be brought down to a very 
insignificant amount, and we will still be showing a very good profit 
on the remaining assets, if we can get this large bundle of loans taken 
care of. 

Keep in mind that it may cost the Government not 1 penny, be- 
cause if the banks would take, say three and a half percent, they 
would be paying the whole cost of servicing. 

So, in answer to your question, I do not think our losses will be 
any greater in liquidation than as a going concern, because the bor- 
rowers are going to pay out every cent in their ability to do so. They 
could do no better whether we were a going concern or whether we 
were in liquidation. I do not see that it will affect it. 


SMALL BUSINESS ADMINISTRATION 


Mr. Gary. I have never been able to understand the policy of 
liquidating RFC and, at the same time, creating the Small Busi- 
ness Administration. I think the Smal! Business Administration 
was unnecessary and was entirely undesirable, but if we are going to 
have a Small Business Administration, I see no reason why the ex- 
perience and the organization of the RFC could not have been used 
to carry out the functions of the Small Business Administration. 

What you have done is to liquidate one organization and create 
another to carry on substantially the same activities. To me, it just 
does not make sense. 

That is all, Mr. Chairman. 

Mr. Can¥revp. Mr. Vursell? 


LOSSES ON LIQUIDATION 


Mr. Vursetu. Getting back to the relation of loss, if you were con- 
tinuing full blast and not in liquidation, you would have the possi- 
bility of further losses on new business, would you not ? 

Mr. Cravens. We certainly would, sir. 

Mr. Vurse.u. So if you take that possibility of further losses and 
balance that against the question that Mr. Gary raised, it would seem 
that it might at least offset or might be a better deal; you might 
lose less through liquidation than if you were assuming other obli- 
gations, running at full blast under your old policy. Undoubtedly 
you would get some business there and you would be in worse shape 
than before. 

Mr. Cravens. Of course, it is true that you cannot lend money with- 
out risk. 


) 
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SMALL-BUSINESS LOANS 


Mr. Vurse.t. Is it not a fact that the small-business loans are really 
much smaller loans, with not so much danger of big losses? 

Mr. Cravens. Are you referring, to the Small Business Admin- 
istration ¢ 

Mr. Voursew.. Yes, sir. I am referring now to the question raised 
by Mr. Gary. 

Mr. Cravens. I was assuming you were referring to the Small Busi- 
ness Administration program. 

As I understand the Small Business Administration program, the 
law limits it to $150,000 to 1 borrower. I understand also that it is 
their policy to the maximum extent possible to work with banks on 
it so that they can have banks first put up the money and share the 
loss, if there 1s any. 

If that be true, if the program is on that basis, I would say that you 
have taken effective means to minimize not only losses but the use of 
Treasury dollars. 

Mr. Vursevu. In other words, you get back more into the local, free 
enterprise bracket of assistance by banks rather than so much de- 
pending on the Federal Government as was the case through the RFC? 

Mr. Cravens. That is correct. But I am not intimately acquainted 
with what is going on in the program. 

Mr. Vursevy. I am not iMeatne this in rebuttal to any question 
raised by Mr. Gary, because I have often wondered whether it was 
even necessary to set up the Small Business Administration, but ap- 
parently much wiser heads than mine determined the policy. 

Mr. Canrievp. Mr. Sieminski ? 


FOREIGN TRADE 


Mr. Steminskr. Mr. Cravens, on the continuation of institutions 
like the Export-Import Bank and the liquidation of institutions like 
the RFC: One deals with trade abroad and the other with business 
locally. Doesn’t that open up the Government to a charge of favoring 
outside trade but not being responsive to local factors ? 

Mr. Cravens. I am not really competent to comment on the Export- 
Import operation. But that ee might be made. 

Mr. Sremrinsxt. I might be asked how a member of this committee 
can support funds for the Export-Import Bank and support the liqui- 
dation of the RFC, both independent agencies of the Government. 

Mr. Cravens. You might be asked that. I am just not competent 
to comment on the Export-Import operations. I spend night and day 
doing my job. 

Mr. Steminskt. I'd like to get a consistency here for the public 
mind to work with. 

I suppose the Kiwanians, the Lions, the Rotarians, and the bankers 
in various areas of the country could bring up this question ; maybe the 
Small Business Administration answers the riddle. 

Mr. Cravens. I am sure you are aware, and I am just aware and 
I know nothing more than that, that the Senate Banking and Currency 
Committee is making an extensive review of the Export-Import Bank. 

Mr. Sieminski. In your statement, sir, you say that one of the 
objectives in this operation of yours is to restore normal relationships 
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between individual borrowers and their banks. What of that situa- 
tion? Is there a healthy relationship between borrowers and private 
bankers today ? 

Mr. Cravens. I am not quite sure I understand your question, and 
I will try to answer it broadly enough on a basis that I hope will 
cover it. 

Keep in mind that the Congress has intended that Government lend- 
ing be limited to borrowers that could not obtain credit otherwise 
on reasonable terms. So that it is abundantly clear in all the legisla- 
tion that the Government is not in competition with private lenders. 

Accordingly, it has been my objective in the liquidation of this to 
get the borrowers and banks tha into a normal relationship as fast 
as possible, so that we will not have to use taxpayers’ funds to help 
that borrower but instead to make available for him a sounder financial 
relationship. That was the meaning of that point. 

As I have said earlier, we are making real progress. 

Mr. Steminskr. Yes. I understand your development and I under- 
stand the desire to return to private enterprise as much as possible. 
But the spirit of my question was directed at the state of borrowing 
in America between the private borrower and his bank. Is it uniform, 
or is money tighter in one part of the country for the same type of 
problem than it is in another? Could we say people are obtaining 
money easier in the South, hence the movement of New England in- 
dustry to the South? Do you see a movement on the part of some 
bankers to put a squeeze on private industry in the sense of availability 
of cash ? 

Mr. Cravens. None whatsoever. The financial needs of business 
today and of agriculture are being well supplied, 1 would say, by the 
private lending system. 

So far as any regional difference, it would only be in certain areas. 
Of course, there are growing areas where there is a larger demand for 
money, and your financing institutions are more fully loaned up than 
they are in other places. 

For instance, in the Pacific coast and the Far Northwest, because 
of their expanding economy, you have a great need for funds and, shall 
we say, fewer deposits to supply those funds. But even there, there is 
no evidence that there is any real shortage of credit. But you will 
find the banks are loaned up more in those areas than in the East. 

Mr. Steminskt. Can we now say, Mr. Cravens, generally, that an 
assault on the banking position in America, on the basis of what you 
have just said, would tinged somewhat with a sense of dema- 
goguery ? 

Mr. Cravens. It certainly would 


FOREIGN INVESTMENT IN LOANS DISPOSALS 


Mr. Steminsk1. Sir, what is the state of foreign cash coming into 
America to buy up any releases that you may be making? 

Mr. Cravens. I think I could say that, as far as I know, there is 
not a dollar’s worth of foreign cash that has taken up any of our assets. 
When an issue is marketed publicly, like municipal bonds, and so 
forth, there may be some investment of foreign funds that we would 
not have any knowledge about, of course. But I have seen no evidence 
of what you suggest at all. 

42490-—54_—48 
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Mr. Sremrnskt. This is probably one that time and history will 
develop, Mr. Cravens, but I like to defend Uncle Sam when I have a 
feeling he is being whipped by outsiders. 

Is there anything that has yet been disclosed, now that the 1952 cam- 
paign is over and the new administration is in power—remember the 
wheat curtain the British threw against us in 1816, when we could not 
find a market for our wheat abroad? That compelled us to develop 
westward. Realize, too, that we are a target any competitor would like 
to get hold of, use for his benefit or submerge for his benefit—has 
anything come to your attention, in your experience, that opposition 
to the RFC might have come from outside interests? or from those 
that had control of foreign copper, tin, or rubber, who sensed the RFC 
challenged their controls of those products when the chips were down 
in Korea? Would you say anything along this line helped stimulate 
the stench against the RFC that developed via the mink coat route? 

Do you have any information that this RFC liquidation was in any 
way directed by foreign interests? 

Mr. Cravens. None whatsoever. 


PERSONNEL REQUIREMENTS 


Mr. Canrrevp. Mr. Cravens, how many personnel do you estimate 
will be required to perform the liquidation work during the fiscal year 
1955? And will you give us, as well as you can, the up-to-date num- 
ber concerning present personnel ? 

Mr. Cravens. At the close of the fiscal year 1953, we had approxi- 
mately 2,200 people, of which about 1,700 were employed in the lend- 
ing programs or in the liquidation of World War ITI assets. I am just 
approximating this. 

At the present time we have about 890 in these 2 programs. We 
estimate about 500 for fiscal 1955. That would be knocked way down 
if we could make our bank plan work. 


SUMMARY JUSTIFICATION DATA 


Mr. Canrtevp. At this point, Mr. Cravens, without exception, pages 
1 through 12 of the justifications, which we have reviewed will be 
inserted in the record. 

(The material referred to follows :) 


LIQUIDATION OF RFC 
Administrative expenses 
Authorization for 1954 (Public Law 207) $9, 500, 000 
Deduct : 


Allocations to production programs to be transfer- 
red to agencies to be designated by the President_ $2, 400, 


Allocation to civil-defense lending activities_______ 50, 000 

Estimated savings, 1954 4 435, 000 
2, 885, 000 —2, 885, 000 
Estimated expenses, 1954 6, 615, 000 
Estimated expenses, 1955 8, 630, 000 
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Analysis of decreases in estimates 


Estimated decreases : 

1. Discontinuance of lending authority___-_.______ $435, 000 

2. Decreased workload in loan administration_____ 590, 000 

8. Liquidation of World War I! programs_________ 175, 000 


4. Reorganization and centralization of activities__ 1, 785, 000 
————-__ 2, 985, 000 


Explanation of decreases in estimates 


Discontinuance of lending authority, $435,000.—The Corporation’s lending 
authority expired on September 28, 1953, in accordance with the provisions of 
Public Law 163, 83d Congress. The staff engaged in the processing of loan 
applications has not been required since that time. With the discontinuance 
of authority to make new loans, the staff required to close and disburse out- 
standing loan commitments has been, and will continue to be, successively 
reduced. It is estimated that the administrative requirements in connection 
with the processing of loan applications and the closing and disbursing of out- 
standing loan commitments will amount to 67 man-years and $435,000 in fiscal 
year 1954. Since these requirements will not exist in fiscal year 1955, the esti- 
mates have been decreased by those amounts. 

Decreased workload in loan administration, $590,000.—A substantial decline 
is expected in the number of outstanding loans and commitments administered 
by the Corporation’s personnel. A large part of the total workload arises from 
loans and commitments to business enterprises. On June 30, 1953, there were 
6,785 outstanding loans and commitments in this category; by June 30, 1955, 
it is expected that the number will be reduced to approximately 4,200. The 
decline in the workload will occur because (a) no new loans have been author- 
ized since September 28, 1953, (>) an intensive program is being conducted to 
liquidate remaining loans and investments, and (¢) substantial numbers of loans 
are being repaid on or before scheduled maturity dates. It is estimated that the 
requirements for servicing the Corporation’s loan portfolio during fiscal year 
1955 will be 117 man-years and $590,000 below fiscal year 1954. 

Liquidation of World War IT programs, $175,000.—The budget for this function 
anticipates continued orderly liquidation of assets and liabilities acquired under 
terminated World War II activities, including Smaller War Plants Corporation. 
The unliquidated assets remaining from these programs on June 30, 1953, were 
carried at $18 million. By June 30, 1955, it is estimated that this amount will 
be reduced to $9.7 million. It is estimated that the cost of administering these 
activities in fiscal year 1955 will be 28 man-years and $175,000 below the amount 
required in fiscal year 1954. 

Reorganization and centralization of activities, $1,785,000.—The Corporation 
has been maintaining a field organization in eight regional offices to assist in the 
administration and accelerated liquidation of the loan portfolio. Before the start 
of fiscal year 1955, the characteristics of the remaining functions will be such 
that the field offices can be closed and liquidation of the remaining assets 
administered from Washington. This will make possible a comprehensive reor- 
ganization which will effect substantial economies in the liquidation of the 
remaining RFC assets. With operations reorganized to administer the remaining 
assets from Washington, it is estimated that administrative requirements for 
fiscal year 1955 will be 269 man-years and $1,785,000 less than the amount 
required for fiscal year 1954. 

The foregoing explanations relate to decreases in administrative expenses un- 
der limitation. In addition, reductions are anticipated in administrative ex- 
penses not under limitation. An analysis of these decreases will be found on the 
succeeding page. 
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Analysis of changes in total program costs (including expenses not under limitation) 


Under Not under 
limitation | limitation Total 
Lending: 
$6, 153, 000 $132, 000 $6, 285, 000 
Discontinuance of lending authority So ti 435, 000 7, 000 442, 000 
3. Reorganization and centralization of activities... ___ 1, 753, 000 
3, 375, 000 125, 000 3, 500, 000 
Liquidation of World War II assets and liabilities (including 
Smaller War Plants Corporation): 
385, 000 25, 000 410, 000 
175, 000 15, 000 190, 000 
2. Reorganization and centralization of activities... 25, 000 
185, 000 10, 000 195, 000 
Expenses distributed to capital accounts: 
77, 000 98, 000 175, 000 
Decreases: 
1, Reduction in reimbi rsable services performed for 
2. Discontinuance of services performed for other 
3. Reduction in purchases of new equipment 7, 000 


Comparison of budget for administrative ex 


nses by object class, fiscal years 1958, 


1954, and 1955 
Actual, 1953 — — Decrease 
Under limitation: 

$9, 840, 431 $5, 432, 000 $2, 866, 000 $2, 566, 000 
a RN 186, 310 180, 000 150, 000 30, 000 
Transportation of things. 34, 875 50, 000 15, 000 35, 000 
Communication services - _ - 164, 023 122, 000 75, 000 47, 000 
Rents and utility services. _.............- - 844, 655 513, 000 268, 000 245, 000 
Printing and reproduction... 21,016 20, 000 5, 000 5,000 
Fees for other professional services... 29, 314 25, 000 
GAG 89, 407 142. 000 125, 000 17, 000 
Services performed by other agencies... ___- 6, 819 27,000 20, 000 7,000 
Other contractual services 59, 475 58, 000 45, 000 13, 000 
Supplies and materials. _____. 50, 082 28, 000 21, 000 7, 000 
Equipment - 1, 169 7,000 
Refunds, awards, and indemnities.. 425 1,000 
Taxes and 6, 592 5, 000 4, 000 1, 000 

Total administrative expenses under 
in ele capac 11, 334, 593 6, 615, 000 3, 630, 000 2, 985, 000 

Not under limitation: 

Reimbursement of expense from other Gov- 
Expenses incurred outside United States. _- 089 35, 000 
ods 372, 120 160, 000 100, 000 60, 000 
Total not under limitation. ._...........- 457, 548 255, 000 135, 000 120, 000 
Total administrative expenses... .._...... 11, 792, 141 6, 870, 000 3, 765, 000 3, 105, 000 
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Comparison of budget for personal services by organization, fiscal years 1953, 1954, 


and 1955 
{Dollars in thousands] 
Actual, 1953 | Estimate, 1954 Estimate, 1955 | Decrease 
Man- | Man- | Man- | Man- 
years | Amount years Amount years Amount | years Amount 

Executive direction..........| 17.5 $129} 10.5 $91 | 10.0 | $85} 0.5 | $6 

Office of the administra- | 
1,019.4] 5,901 | 509.0] 2,842] 240.0| 1,413| 2020) 1,420 
Office of the review com- 4 | 
Office of loans. 122. 5 780 79.0 
Office of loan agency | 
Office of small business_ 12.0 7 2.0 
Field loan agencies......| 858.5 | 4,386 | 4080] 2,196 

128.8 890| 579 25.0; 139 

Office of the General 

452.6} 2,356| 2085] 1,576| 147.0 764| 151.5| 812 
Office of the controller...) 158.5 980 | 113.6 738 |_- | 
Office of the treasurer___ 7.6 46 5.5 
Field loan agencies. 286. 5 1, 330 180. 0 } 

Administrative 127.7 558 | 84.0 307 | 39.0 | 45.0) 219 
Office of the Secretary...| 104.8 426 66. 0 
Office of personnel man- | 

1, 746.0 9, 773 991.0 5, 485 500. 0 2, 880 491.0 2, 605 

Regular pay in excess of 52- 

Excess of annual leave earned 

Total personal services |1, 746. 0 9,896 | 991.0 5,510 | 500.0 2, 895 | 491.0 | 2, 615 


= 
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Analysis of administrative expense yoo el Py programs, fiscal years 1953, 1954, 


{Dollars in thousands] 


| 
Actual, 1953 Estimate, 1954 Estimate, 1955 Decrease 


Man- Man- Man- Man- 
Amount Amount years Amount years Amount 


Lending: 
Personal services... _- $9, 339 $5, 107 471 


6, 285 471 


Liquidation of World War IT 
assets and liabilities (in- 
cluding Smaller War 
Plants Corporation): 

Personal services 
Other expenses 


Expenses distributed 
capital accounts: 
Personal services_ 
Other expenses 


Personal services 
Other expenses 


LANGUAGE 


The Treasury Department is hereby authorized to make such expenditures, 
within the limits of funds and borrowing authority available to it from Recon- 
struction Finance Corporation activities, and in accord with law, and to make 
such contracts and commitments without regard to fiscal year limitations as 
provided by section 104 of the Government Corporation Control Act, as amended, 
as.may be necessary in carrying out the programs set forth in the budget for 
the fiscal year 1955 for each such activity, except as hereinafter provided: 

Administrative Experises, Liquidation of Reconstruction Finance Corpora- 
tion, Treasury Department: Not to exceed $3,630,000 (to be computed on an 
accrual basis) of the funds derived from Reconstruction Finance Corporation 
activities (except those conducted under Section 409 of the Federal Civil Defense 
Act of 1950), shall be available during the current fiscal year for adminis- 
trative expenses incident to the liquidation of said Corporation, including use of 
the services and facilities of the Federal Reserve banks: Provided, That as 
used herein the term “administrative expenses” shall be construed to include all 
salaries and wages, services performed on a contract or fee basis, and travel and 
other expenses, including the purchase of equipment and supplies, of adminis- 
trative offices: Provided further, That the limiting amount heretofore stated for 
administrative expenses shall be increased by an amount which does not exceed 
the aggregate cost of salaries, wages, travel, and other expenses of persons 
employed outside the continental United States; the expenses of services per- 
formed on a contract or fee basis in connection with the termination of contracts 
or in the performance of legal services, and all administrative expenses reim- 
bursable from other Government agencies: Provided further, That the distribu- 
tion of administrative expenses to the accounts of the Corporation shall be made 
in accordance with generally recognized accounting principles and practices. 
(Reconstruction Finance Corporation Liquidation Act.) 


EXPLANATION OF LANGUAGE CHANGES 


The proposed language to authorize administrative expenses of liquidation 
of Reconstruction Finance Corporation is essentially the same as that included 
in prior years for the Corporation. The former language has been modified 
(a) to provide the Treasury Department with authority previously vested in 


| 738 |......-.| 390 
10,858 | 917 3,500 446) 2,785 
Se 89 690 59 410 2 | 195 35 215 
. 12 78 15 84 5 32 10 52 
166 38 |. 53 
12 244 15 175 5 70 10 | 105 
1,746] 9,806] 991 5,510/ 500} 2,805| 491 2, 615 
1,896 |. 1,360 870 | | 490 
Total..................| 1,746] 11,7021 991| 6,870| 500| 3,765) 491 3, 105 
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Reconstruction Finance Corporation to make such expenditures, contracts, and 
commitments as will be required to carry out the liquidation program, and (bd) 
to exclude from such authority activities conducted under section 409 of the 
Federal Civil Defense Act of 1950. Authorizing language for the civil defense 
loan program is provided separately in the president’s budget. 

There are no other substantive language changes. 


ANALYSIS OF BUDGET PROGRAMS 
Lending 

The assets related to the Corporation’s lending programs amounted to $639.8 
million on June 30, 1953, and included loans and securities in the following 
categories : 


{In millions of dollars] 


Securities of financial 45.2 
Securities of political subdivisions of States and Territories____________ 25.0 


In addition to the loans and securities shown above, there was $131.2 million 
outstanding in loan commitments and agreements to purchase deferred participa- 
tions in loans made by private financial institutions. 

Under the provisions of Public Law 163, 88d Congress, the Corporation’s 
authority to make loans expired on September 28, 1953. Loans authorized from 
July 1, 1958, to the expiration date of the Corporation’s lending authority totaled 
$4.3 million. 

Since expiration of its authority to make new loans, the Corporation has been 
conducting an intensified program to liquidate its loans and investments. It is 
estimated that these efforts will recover $204.1 million in fiscal year 1954 in 
addition to $83.1 million expected from scheduled repayments. 

The lending-program assets remaining on June 30, 1954, are expected to amount 
to approximately $408 million. During fiscal year 1955, the program to realize 
on RFC’s loans and investments in advance of maturity dates will be continued 
under the direction of the Secretary of the Treasury. It is estimated that 
$112.2 million will be recovered under this program in fiscal year 1955 in addi- 
tion to $67.2 million expected from scheduled repayments on loans and other 
investments. 

The amounts expected to be realized from the Corporation’s assets in fiseal 
year 1954 far exceed the amounts required for disbursement on outstanding 
commitments. In consequence, it is estimated that, during fiscal year 1954, the 
Corporation’s borrowings from the Treasury will be reduced by $122.8 million. 
Continued liquidation in fiscal year 1955 will realize funds sufficient to retire all 
remaining borrowings from the Treasury. In addition, it is estimated that a 
dividend of $7.5 million, representing the Corporation’s net income from fiscal 
year 1954 operations, will be paid to the Treasury in fiscal year 1955. 


Liquidation of World War II assets 
The unliquidated assets remaining from World War II activities amounted to 
$16.4 million on June 30, 19538. The composition of this total is as follows: 


{In millions of dollars] 


Under the continuing program to realize upon these holdings, it is estimated 
that the total value of the program’s unliquidated assets will be reduced to $12.6 
million by June 30, 1954, and further reduced to $8.9 million by June 30, 1955. 

To the extent that funds realized from the liquidation of World War II assets 
exceed the requirements of the program, they are paid into the Treasury as 
miscellaneous receipts. It is estimated that payments of $10.5 million and $5 
million will be made to the Treasury in fiscal years 1954 and 1955, respectively. 
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Smaller War Plants Corporation 

Under Executive Order 9665, the assets of the Smaller War Plants Corporation 
were transferred to the Reconstruction Finance Corporation for collection or 
disposal. On June 30, 1953, the unliquidated assets remaining from this program 
amounted to $1.6 million, and consisted of loans, notes, and accounts receivable, 
and property acquired in liquidation of loan indebtedness. It is estimated that 
by June 30, 1955, the value of the remaining assets will have been reduced to 
$800,000. 

Payments of liquidation proceeds to the Treasury are expected to be made in 
the amounts of $1,500,000 and $500,000 for fiscal years 1954 and 1955, respectively. 

Mr. Canrieip. Mr. Cravens, do you have any additional facts to pre- 
sent, or, perchance, is there any other problem you face concerning 
which you might want to make a statement at this time before we 
close the hearing? i 

Mr. Cravens. I believe we have covered everything pretty fully, 
Mr. Chairman. 

Mr. Gary. Mr. Chairman, may I ask one further question? 

Mr. Canrie.p. Certainly, Mr. Gary. 


CLOSING OF DISTRICT OFFICES 


Mr. Gary. Mr. Cravens, when will your district offices be closed ? 

j ap Cravens. I hope that they will be closed either June 30 or 
uly 31. 

Mr. Gary. That is all, Mr. Chairman. 

Mr. CanFtetp. We thank you for your presentation, Mr. Cravens. 
Speaking personally, I want to say that the affairs of the RFC are 
in very capable hands. 

Mr. Cravens. Thank you, Mr. Chairman. 

Mr. CanrreLp. The hearing is closed. 
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